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IN THE UNITED STATES DISTRICT COURT
FOR THE SOUTHERN DISTRICT OF TEXAS 0CT15 2003 5

HOUSTON DIVISION

In Re ENRON CORP. SECURITIES,
DERIVATIVE, & ERISA LITIGATION

This Document Relates To:
MARK NEWBY, et al.,
Plaintiffs,
Vs.

ENRON CORP,, et al.,

Defendants.

Michee! N, Milby, Glark

MDL 1446

CIVIL ACTION NO. H-01-3624
AND CONSOLIDATED CASES

CROSS-COMPLAINT OF BANC OF AMERICA SECURITIES LLC AGAINST

ARTHUR ANDERSEN LLP

Banc of America Securities LLC (“Banc of America™), Defendant and Cross-

Claimant, by and through its undersigned counsel, brings these cross-claims (the “Cross-

Claims”) against Arthur Andersen LLP (“Andersen”), Defendant and Cross-Defendant, for

breach of contract, professional negligence, negligent misrepresentation, statutory and common

law fraud, and contribution. As discussed below, these Cross-Claims arise from Andersen’s

deficient performance of procedures it agreed to perform for the benefit of Banc of America, and

its review, audit, and/or certification of Enron Corp.’s (“Enron”) financial statements for the

period 1997 to 2001, including those financial statements incorporated by reference in the

offering documents distributed in connection with Enron’s issuance of $500 million 7.375%

Notes due May 15, 2019 (the “7.375% Notes”), as well as other work undertaken for Enron

and/or for the benefit of Banc of America. In support of these Cross-Claims, Banc of America,
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upon knowledge as to itself, and upon information and belief as to all other matters, states as
follows:
I

JURISDICTION AND VENUE

1. This Court has subject matter jurisdiction over the Cross-Claims asserted
herein pursuant to 28 U.S.C. §§ 1331 and 1367. The Cross-Claims arise out of the transaction or
occurrence that is the subject matter of the original underlying consolidated action and are so
related to the claims in the underlying consolidated action that they form part of the same case
and/or controversy.

2. The underlying action, Newby v. Enron, et al., No. H-01-3624, was filed

in the United States District Court for the Southern District of Texas on or about October 22,
2001.

3. On or about December 1, 2001, the Court ordered that the action be
consolidated with other federal actions concerning Enron. The federal securities cases

concerning Enron were consolidated under Newby v. Enron, et al., No. H-01-3624, as the lead

case. On or about February 15, 2002, The Regents of the University of California was appointed
Lead Plaintiff.
4. Venue is proper in this District pursuant to 28 U.S.C. § 1391(b).
IL

BACKGROUND

A. The Underlying Action & Banc of America’s Cross-Claims

5. Plaintiffs brought the underlying action against former Enron executives,

Andersen, Enron’s outside legal counsel, Bank of America Corp. (“BAC”), Banc of America,
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and eight other financial institutions relating to the sale of, among other things: (i) Enron’s
7.375% Notes; (ii) Enron’s $222 million 7% Exchangeable Notes due July 31, 2002 (the “7%
Exchangeable Notes”); and (iii) Marlin Water Trust II and Marlin Water Capital Corp. II’s $475
million 6.31% Senior Secured Notes due 2003 and $515 million 6.19% Senior Secured Notes
due 2003 (collectively, the “Marlin Notes”). On or about May 14, 2003, Plaintiffs filed their
First Amended Consolidated Complaint. Plaintiffs allege that certain Defendants—other than
Banc of America—violated Sections 10(b) and 20(a) of the Securities Exchange Act of 1934 (the
“1934 Act”) and Rule 10b-5 promulgated thereunder, and/or Articles 581-33A(2) and/or 581-
33F(1) of the Texas Securities Act. As to Banc of America and certain other Defendants,
Plaintiffs allege violations of Sections 11, 12(a)(2), and 15 of the Securities Act of 1933 (the
“1933 Act”) in connection with Plaintiffs’ purchases of the 7.375% Notes, the 7% Exchangeable
Notes, and the Marlin Notes. Banc of America served as an underwriter or dealer of these notes.

6. Banc of America denies Plaintiffs’ allegations and hereby seeks
appropriate relief for the injury and damages it has suffered and continues to suffer by reason of
Andersen’s breach of contract, negligence, and recklessness. In addition, to the extent that
Plaintiffs prevail on any of their claims, Banc of America seeks contribution from Andersen,
whose wrongdoing is the proximate cause of any alleged injury suffered by Plaintiffs.

7. In that regard, Andersen was Enron’s long-time auditor and reviewed,
audited, and/or certified Enron’s financial statements and undertook numerous other
engagements for Enron during the period 1997 to 2001. In that time, Enron was one of
Andersen’s largest and most profitable clients, and Andersen was a “Big Five” nationally-
recognized accounting firm. Among the financial statements Andersen reviewed and/or audited
were those incorporated by reference in the offering documents distributed in connection with

the sale of Enron’s 7.375% Notes.
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8. Specifically, the prospectus distributed in May 1999 in connection with
the 7.375% Notes incorporated by reference Enron’s annual report on Form 10-K for the year
ended December 31, 1998 (the “1998 Form 10-K”), Enron’s report on Form 8-K dated March
18, 1999 (the “March 1999 Form 8-K”), and Enron’s quarterly report on Form 10-Q for the
quarter ended March 31, 1999 (the “1Q 1999 Form 10-Q”), which previously had been filed with
the United States Securities and Exchange Commission (the “SEC”). Andersen audited and
certified the financial statements contained in the 1998 Form 10-K. In addition, with respect to
the 1998 Form 10-K and the 1Q 1999 Form 10-Q, Andersen provided certain additional
assurances to Banc of America, in the form of a “comfort letter,” dated May 19, 1999 (the
“Comfort Letter”). In the Comfort Letter, Andersen represented to Banc of America that it had
performed additional tests and procedures to assure Banc of America of the reliability of the
financial information contained in the offering documents for Enron’s 7.375% Notes and that the
financial statements contained therein were accurate as of the time of the offering. Andersen
also provided Banc of America with a “bring down” letter dated May 24, 1999, “reaffirming” all
statements made in the Comfort Letter as of May 24, 1999 (the “Bring Down Letter”).

9. In the Comfort Letter Andersen provided to Banc of America in

connection with the offering of the 7.375% Notes, Andersen, among other things:

o represented that it had audited the consolidated balance sheets of Enron as
of December 31, 1998 and 1997, and the related consolidated statements
of income, comprehensive income, cash flows, and changes in
shareholders’ equity for each of the years ended December 31, 1996,
1997, and 1998, all included in Enron’s 1998 Form 10-K and March 1999
Form 8-K, and the related financial statement schedule included in
Enron’s 1998 Form 10-K;

o certified that these audited financial statements included in the 1998 Form
10-K complied “in all material respects with the applicable accounting
requirements” of the 1933 Act and the Securities Exchange Act of 1934
(the “1934 Act”) and related SEC rules and regulations;

4-
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10.

things:

11.

represented that it had performed the procedures specified by the
American Institute of Certified Public Accountants (the “AICPA™) for a
review of interim financial information, as described in SAS No. 71, on
the unaudited consolidated condensed balance sheet as of March 31, 1999
and the unaudited consolidated condensed statements of income and cash
flows for each of the three-month periods ended March 31, 1999 and
1998, all included in Enron’s 1Q 1999 Form 10-Q;

certified that “[n]othing came to [Andersen’s] attention as a result of the
foregoing procedures” that caused Andersen to believe that these
unaudited financial statements did not comply “in all material respects
with the applicable accounting requirements” of the 1934 Act and related
SEC rules and regulations, or that any material modifications were
required to bring these statements into conformity with “generally
accepted accounting principles”; and

performed additional procedures as to the period from April 1, 1999 to
May 14, 1999, and represented that “nothing came to [Andersen’s]
attention that caused [it] to believe” that there was any decrease, as
compared with the corresponding period in 1998, in consolidated
operating revenues, net income, or basic or diluted earnings per share of
common stock.

In the Bring Down Letter, dated May 24, 1999, Andersen, among other

“reaffirm[ed]” as of May 24, 1999 “all statements made” in the Comfort
Letter, except as otherwise noted; and, in that regard:

as to the period from April 1, 1999 to May 19, 1999, represented that
“nothing came to [Andersen’s] attention that caused [it] to believe” that
there was any decrease, as compared with the corresponding period in
1998, in consolidated operating revenues, net income, or basic or diluted
earnings per share of common stock.

Unbeknownst to Banc of America, however, Andersen did not fulfill its

professional accounting and auditing responsibilities in connection with Enron. Rather,

Andersen breached its contractual commitments to Banc of America and committed negligence

and recklessness in its review, audit, and certification of Enron’s financial statements, including

those incorporated by reference in the offering documents distributed in connection with the

7.375% Notes.
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B. The Parties

12.  Cross-Claimant Banc of America is a subsidiary of BAC, with its principal
place of business at 100 North Tryon Street, Charlotte, North Carolina 28255. Banc of America
is an investment bank and brokerage firm, and served as an underwriter of the 7.375% Notes.

13.  Cross-Defendant Andersen, a limited liability partnership organized and
existing under the laws of the state of Illinois, was one of the “Big Five” global accounting firms.
Upon information and belief, Andersen was engaged by Enron during the relevant time period to
provide, among other things, expert tax, management consulting, accounting, and auditing
services to Enron, and to perform expert audits and reviews of the consolidated balance sheets
and other financial statements included in the annual and quarterly reports Enron filed with the
SEC. Upon information and belief, Andersen was paid tens of millions of dollars in annual fees
in connection with such services. As regards its auditing and other work for Enron, Andersen
performed its work for Enron in many locations, including in Houston, Texas, where it also
installed a team of experts within Enron’s Houston offices. As Enron’s long-time consultant,
accountant, auditor, and resident expert, Andersen was intimately involved and fully familiar
with Enron’s business affairs and finances, and was responsible for the interim reviews, auditing,
and/or certification of Enron’s financial statements. In light of the above and under all other
circumstances, Banc of America reasonably and justifiably relied upon the financial statements
that were reviewed, audited, and certified by Andersen with respect to Enron, and reasonably
believed that Andersen would require Enron to properly apply Generally Accepted Accounting
Standards (“GAAS”) and Generally Accepted Accounting Principles (“GAAP”).

14.  Lead Plaintiff is The Regents of the University of California. Purported
class representatives include the Washington State Investment Board; San Francisco City and
County Employees’ Retirement System; Employer-Teamsters Local Nos. 175 & 505 Pension

-6-
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Trust Fund; Hawaii Laborers Pension Plan; Staro Asset Management LL.C; Amalgamated Bank
as Trustee for the LongView Collective Investment Fund, LongView Core Bond Index Fund,
and Certain Other Trust Accounts; Robert V. Flint; John Zegarski; Mervin Schwartz, Jr.; Steven
Smith; the Archdiocese of Milwaukee; Greenville Plumbers Pension Plan; and Nathan Pulsifer,
Trustee of Shooters Hill Revocable Trust. Plaintiffs and/or members of the purported class
allegedly purchased, among other things, certain of the 7.375% Notes, the 7% Exchangeable
Notes, and the Marlin Notes, and, allegedly, have sustained damages as a result.

15.  Non-party Enron is an Oregon corporation with its principal place of
business at 1400 Smith Street, Houston, Texas 77002. On or about December 2, 2001, Enron
filed a petition under Chapter 11 of the United States Bankruptcy Code. During the relevant
time period, however, Enron was one of the world's leading energy, commodities and services
companies. Throughout its sixteen-year history (and up until the time it filed for bankruptcy),

Enron retained Andersen as its sole independent auditor.

C. The 7.375% Notes

16. On or about May 24, 1999, Enron offered the 7.375% Notes for sale
pursuant to a registration statement on Form S-3, No. 333-70465 (the “Registration Statement”),
as described in the Prospectus Supplement dated May 19, 1999 (the “Prospectus”™).

17.  As noted above, the Prospectus incorporates by reference the following
reports filed by Enron with the SEC:

(a) the 1998 Form 10-K;

(b) the March 1999 Form 8-K; and

(c¢)  the 1Q 1999 Form 10-Q.

18.  Accompanying the 1998 Form 10-K were Enron’s audited consolidated

balance sheets as of December 31, 1998 and 1997, consolidated statements of income,
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comprehensive income, cash flows, and changes in shareholders’ equity for each of the years
ended December 31, 1996, 1997, and 1998, and a related financial statement schedule. Also
included in the 1998 Form 10-K were, among other things, Andersen’s report of its audit of each
such financial statement, Andersen’s report of its audit of the related financial statement
schedule, and Andersen’s consent to the incorporation of such audit reports in the Registration
Statement.

19. By consenting to the incorporation of its audit reports and to all references
to its firm and its expertise in, among other things, the Registration Statement, Andersen thereby
professed to special competence with regard to the information supplied. As more fully
described below, Banc of America reasonably and justifiably relied on Andersen’s expertise and
careful exercise of its contractual obligations to Banc of America, as well as its professional
duties, in connection with the audit, review, and other procedures performed with respect to
these financial statements. Andersen, however, breached its contractual and professional duties
in auditing and certifying Enron’s financial statements.

20.  The 1Q 1999 Form 10-Q included unaudited consolidated balance sheets
as of March 31, 1999 and December 31, 1998, and consolidated condensed statements of income
and cash flows for each of the three-month periods ended March 31, 1998 and 1999. While
Andersen did not audit these financial statements, as noted above, it represented in the Comfort
Letter that it had followed procedures as specified in SAS No. 71 for the review of interim
financial statements. Andersen concluded that “[n]othing came to [its] attention” that caused it
to believe that the consolidated balance sheet as of March 31, 1999 and consolidated condensed
statements of income and cash flows for each of the three-month periods ended March 31, 1998
and 1999 did not comply in all material respects with the applicable accounting requirements of

the 1934 Act and related SEC rules and regulations, or that any material modifications were
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required to bring these statements into conformity with “accounting principles generally

accepted in the United States.”

D. The Comfort and Bring Down Letters

21.  In deciding to underwrite the 7.375% Notes for what was at the time one
of the largest and most successful investment-grade companies in the country (and which had in
the past issued many debt and equity securities), Banc of America reasonably and justifiably
relied on the expertise and representations of Andersen.

22.  Onor about May 19, 1999, Andersen issued the Comfort Letter to Banc of
America. As regards Andersen’s review, auditing, and/or certification of Enron’s financial
statements incorporated by reference in the Prospectus, the Comfort Letter (attached hereto as
Exhibit A) states, in part:

May 19, 1999

LEHMAN BROTHERS INC.

BANC OF AMERICA SECURITIES LLC

CIBC WORLD MARKETS CORP.

As Underwriters

named in the Underwriting Agreement

dated May 19, 1999, relating to the issuance of
$500,000,000 of 7.375% Notes due May 15, 2019

Dear Ladies and Gentlemen:

This letter is written at the request of Enron Corp. (an Oregon
corporation) and subsidiaries (“Enron”). This letter relates to
Amendment No. 1 to Form S-3 Registration Statement
(Registration No. 333-70465) filed by Enron with the Securities
and Exchange Commission (“Commission™) under the Securities
Act of 1933, as amended (“Act”), on February 3, 1999
(“Registration Statement”), with respect to the registration and sale
by Enron of $500,000,000 aggregate principal amount of 7.375%
Notes due May 15, 2019, pursuant to an underwriting agreement
dated May 19, 1999 (“Underwriting Agreement”). References to
the “Prospectus” shall refer to the prospectus contained in the
Registration Statement as supplemented by a prospectus
supplement dated May 19, 1999, filed with the Commission

9.
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pursuant to Rule 424(b)(2). Such Registration Statement and
Prospectus incorporate by reference, among other documents filed
with the Commission, the following:

) Enron’s Annual Report on Form 10-K for the fiscal year
ended December 31, 1998 (“1998 Form 10-K”);

. Enron’s Current Report on Form 8-K dated March 18, 1999
(“March 18, 1999 Form 8-K”); and

. Enron’s Quarterly Report on Form 10-Q for the quarter
ended March 31, 1999 (“March 31, 1999 Form 10Q”).

We have audited the consolidated balance sheet of Enron as of
December 31, 1998 and 1997, and the related consolidated
statements of income, comprehensive income, cash flows and
changes in shareholders’ equity for each of the three years in the
period ended December 31, 1998, all included in the March 18,
1999 Form 8-K and the 1998 Form 10-K, and the related financial
statement schedule included as Item 14(a)2 included in the 1998
Form 10-K, all incorporated by reference in the Registration
Statement and Prospectus; our reports with respect thereto, as
appearing in the March 18, 1999 Form 8-K and the 1998 Form 10-
K, are also incorporated by reference in the Registration Statement
and Prospectus.

In connection with the Registration Statement and Prospectus:

1. We are independent certified public accountants with
respect to Enron within the meaning of the Act and the
applicable rules and regulations thereunder adopted by the
Commission.

2. In our opinion, the consolidated financial statements and
financial statement schedule audited by us and incorporated
by reference in the Registration Statement and Prospectus
comply as to form in all material respects with the
applicable accounting requirements of the Act and the
Securities Exchange Act of 1934 (“Exchange Act”) and the
related rules and regulations adopted by the Commission.

¥ % %k

We have carried out other procedures to May 14, 1999, as follows .

With respect to the three-month periods ended March 31, 1999 and
1998, we have:
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(ii)

Performed the procedures specified by the American
Institute of Certified Public Accountants for a review of
interim financial information as described in SAS No. 71,
Interim  Financial _Information, on the wunaudited
consolidated condensed balance sheet as of March 31,
1999, and the unaudited consolidated condensed statements
of income and cash flows for the three-month periods
ended March 31, 1999 and 1998, all included in the
March 31, 1999 Form 10-Q, incorporated by reference in
the Registration Statement and Prospectus.

Inquired of certain officials of Enron who have
responsibility for financial and accounting matters whether
the unaudited consolidated condensed financial statements
referred to in (i) comply as to form in all material respects
with the applicable accounting requirements of the
Exchange Act as it applies to Form 10-Q and the related
rules and regulations adopted by the Commission.

Nothing came to our attention as a result of the foregoing
procedures, however, that caused us to believe that:

(i) Any material modifications should be made to the
unaudited consolidated condensed financial statements
described in 4(i), incorporated by reference in the
Registration Statement and Prospectus, for them to be in
conformity with generally accepted accounting principles.

(i)  The unaudited consolidated condensed financial
statements described in 4(i), incorporated by reference, do
not comply as to form in all material respects with the
applicable accounting requirements of the Exchange Act as
it applies to Form 10-Q and the related rules and
regulations adopted by the Commission.

Enron officials have advised us that no consolidated
financial statements as of any date or for any period
subsequent to March 31, 1999, are available; accordingly,
the procedures carried out by us with respect to changes in
financial statement items after March 31, 1999, have, of
necessity, been even more limited than those with respect
to the periods referred to in 4. We have inquired of certain
officials of Enron who have responsibility for financial and
accounting matters whether (a) at May 14, 1999, there was
any change in the capital stock, increase in combined short-
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11.

term and long-term debt or any decrease in consolidated net
assets or shareholders’ equity of Enron as compared with
amounts shown on the March 31, 1999, unaudited
consolidated condensed balance sheet, included in the
March 31, 1999 Form 10-Q, incorporated by reference, in
the Registration Statement and Prospectus, or (b) for the
period from April 1, 1999, to May 14, 1999, there were any
decreases, as compared with the corresponding period in
the preceding year, in consolidated operating revenues, net
income or basic or diluted earnings per share of common
stock. On the basis of these inquiries and our reading of the
minutes as described in 4, nothing came to our attention
that caused us to believe that there was any such change,
increase or decrease, except in all instances for changes,
increases or decreases that the Registration Statement and
Prospectus disclose have occurred or may occur, except
that capital stock increased $61 million.

For purposes of this letter, we have also read the
information contained in Item 7. — “Management’s
Discussion and Analysis of Financial Condition and
Results of Operations” and “Quarterly Financial Data
(Unaudited)” appearing in Note 16 to the consolidated
financial statements, all included in the 1998 Form 10-K
(included at Exhibit II); the information contained in Item
1. - “Business,” Item 2. - “Properties,” Item 3. — “Legal
Proceedings,” Item 5. - “Market for the Registrant’s
Common Equity and Related Shareholder Matters” and
Item 6. - “Selected Financial Data (Unaudited),” all
included in the 1998 Form 10-K (included at Exhibit III);
“Computation of Ratio of Earnings to Fixed Charges
(Unaudited)” on Exhibit 12 included in the 1998 Form 10-
K (included at Exhibit IV); Item 2. - “Management’s
Discussion and Analysis of Financial Condition and
Results of Operations” included in the March 31, 1999
Form 10-Q (included at Exhibit V); “Computation of Ratio
of Earnings to Fixed Charges (Unaudited)” on Exhibit 12
included in the March 31, 1999 Form 10-Q (included at
Exhibit VI); and “Capitalization” and “Ratio of Earnings to
Fixed Charges” included in the Prospectus (included at
Exhibit VII) and performed the additional procedures stated
in Exhibit I with respect to such information.

This letter is solely for the information of [Banc of America
and the other] addresses and to assist [Banc of America and
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the other] underwriters in conducting and documenting
their investigation of the affairs of Enron in connection
with the offering of the securities covered by the
Registration Statement and Prospectus . . . [R]eference may
be made to it in the Underwriting Agreement or in any list
of closing documents pertaining to the offering of the
securities covered by the Registration Statement and
Prospectus.

Very truly yours,
/s/
ARTHUR ANDERSEN LLP

23. On or about May 24, 1999, Andersen issued the Bring Down Letter to

Banc of America. As regards Andersen’s review, auditing, and/or certification of Enron’s

financial statements incorporated by reference in the Prospectus, the Bring Down Letter

(attached hereto as Exhibit B) states, in part:

NYLIB2 211770.4

May 24, 1999

LEHMAN BROTHERS INC.

BANC OF AMERICA SECURITIES LLC

CIBC WORLD MARKETS CORP.

As Underwriters

named in the Underwriting Agreement

dated May 19, 1999, relating to the issuance of
$500,000,000 of 7.375% Notes due May 15, 2019

Dear Ladies and Gentlemen:

We refer to our letter of May 19, 1999, relating to Amendment No.
1 to Form S-3 Registration Statement (Registration No. 333-
70465) filed by Enron Corp. (an Oregon corporation) and
subsidiaries (“Enron”) with the Securities and Exchange
Commission (“Commission”) under the Securities Act of 1933, as
amended (“Act”), on February 3, 1999 (“Registration Statement”),
with respect to the registration and sale by Enron of $500,000,000
aggregate principal amount of 7.375% Notes due May 15, 2019,
pursuant to an underwriting agreement dated May 19, 1999
(“Underwriting Agreement”). References to the “Prospectus” shall
refer to the prospectus contained in the Registration Statement as
supplemented by a prospectus supplement dated May 19, 1999,
filed with the Commission pursuant to Rule 424(b)(2).
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We reaffirm as of the date hereof (and as though made on the date
hereof) all statements made in that letter except that, for the
purposes of this letter:

a. The reading of minutes described in paragraph 4 of that
letter has been carried out through May 19, 1999 . ..

b. The references to May 14, 1999, in paragraph 4 and 6 of
that letter are changed to May 19, 1999 . . ., with the following
exceptions noted in ¢ below.

c. As described in paragraph 6 of our letter dated May 19,
1999, Enron officials have advised us that no consolidated
financial statements as of any date or for any period subsequent to
March 31, 1999, are available. We have inquired of certain
officials of Enron who have responsibility for financial and
accounting matters whether (a) at May 19, 1999, there was any
change in the capital stock, increase in combined short-term and
long-term debt or any decrease in consolidated net assets or
shareholders’ equity of Enron as compared with amounts shown on
the March 31, 1999, unaudited consolidated condensed balance
sheet included in the March 31, 1999 Form 10-Q, incorporated by
reference in the Registration Statement and Prospectus, or (b) for
the period from April 1, 1999, to May 19, 1999, there were any
decreases, as compared with the corresponding period in the
preceding year, in consolidated operating revenues, net income or
basic or diluted earnings per share of common stock. On the basis
of these inquiries and our reading of the minutes as described in 4,
nothing came to our attention that caused us to believe that there
was any such change, increase, or decrease, except in all instances
for changes, increases, or decreases that the Registration Statement
and Prospectus disclose have occurred or may occur, except that
capital stock increased $61 million and combined short-term and
long-term debt increased $143 million.

d. This letter is solely for the information of [Banc of America
and the other] addressees and to assist [Banc of America and the
other] underwriters in conducting and documenting their
investigation of the affairs of Enron in connection with the offering
of the securities covered by the Registration Statement and
Prospectus . . . [R]eference may be made to it in the Underwriting
Agreement or in any list of closing document pertaining to the
offering of the securities covered by the Registration Statement
and Prospectus.

Very truly yours,
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/s/
ARTHUR ANDERSEN LLP

24.  The Comfort and Bring Down Letters establish Andersen’s and Enron’s
intent that Banc of America directly benefit from their contract, as well as Andersen’s awareness
of its duties to Banc of America, and its breach thereof, including the following:

(a) Andersen was aware or should have known that its work, reports and
representations, including those contained in or incorporated by reference or referred to in the
Comfort and Bring Down Letters, the Registration Statement, and the Prospectus, were to be
used for a particular purpose, i.e., Banc of America’s due diligence in connection with the
underwriting of the 7.375% Notes;

(b) Banc of America was specifically known to Andersen as the entity for
whose benefit Andersen’s reports and representations were directly intended and were in fact
made;

(c) Andersen understood Banc of America’s reliance in this regard; and

(d) Banc of America reasonably and justifiably relied on Andersen’s reports

and representations.

E. Andersen’s Breach of Contract, Negligence, and Fraud Are for the First
Time Discovered by Banc of America and Others Who Relied on Andersen

25. On October 16, 2001, Enron issued a press release announcing a $618
million total net loss for the third quarter of 2001. That same day, Enron announced to analysts
that it would reduce shareholders’ equity by approximately $1.2 billion.

26.  Upon information and belief, Andersen at all relevant times was aware of

or should have known the following material but as yet publicly undisclosed facts:
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(a) The $1.2 billion reduction in shareholder equity was caused by the
improper categorization of hundreds of millions of dollars as an increase, rather than as a
decrease, to shareholders’ equity;

(b) Andersen did not object to or otherwise attempt to correct the statements
in Enron’s October 16, 2001 press release that characterized as non-recurring certain charges
against income (which characterization Andersen previously had concluded was inappropriate);

(c) Andersen knew or should have known of possible improprieties and
accounting errors at Enron, as Sherron Watkins, a then-current Enron employee and former
Andersen employee, had reported such conduct to an Andersen partner;

(d) In its work related to Enron, the Andersen team assigned to the Enron
audit had contravened the very methodology approved by the specialists within Andersen’s
Professional Standards Group for the conduct of such audits; and

(e) The Andersen team assigned to the Enron audit had received a poor
evaluation in 2000.

27.  On or about October 17, 2001, the SEC instituted an informal inquiry into
Enron, and requested that Enron voluntarily provide it with information regarding transactions
between Enron and certain related parties.

28. On or about October 23, 2001, while on notice of the SEC’s investigation
of Enron, Andersen apparently executed a plan to destroy Enron-related documents. Destruction
of Enron-related documents was undertaken in Andersen’s Houston, Texas; Chicago, Illinois;
Portland, Oregon; and London, England offices.

29. On or about October 31, 2001, the Board of Directors of Enron (the
“Board”) elected to the Board William C. Powers, Jr. and appointed him Chairman of a newly-

appointed special committee charged with conducting an investigation of transactions between
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Enron and certain related parties (the “Special Investigative Committee of the Board”). The
Special Investigative Committee of the Board also was charged with communicating with the
SEC, which had, by this time, launched a formal investigation into Enron.

30. On November 8, 2001, Enron filed with the SEC a report on Form 8-K,
wherein Andersen’s breach of contract, and the extent of Andersen’s negligence and
recklessness, is indicated by, among other things, the following:

(a) The admission by Enron that the “financial statements for these periods
and the audit reports relating to the year-end financial statements for 1997 through 2000 should
not be relied upon”; and

(b)  Admissions by Enron that a restatement of Enron’s financial statements
from 1997 to 2000 and the first and second quarters of 2001 (to reflect the $1.2 billion reduction
to shareholders’ equity and various adjustments to certain income statements and balance sheets)
was required in order to correct numerous accounting and auditing errors, because:

(i) the financial activities of Chewco Investments, L.P. (“Chewco”), a related
party vis-a-vis Enron and an investor in Joint Energy Development Investments Limited
Partnership (“JEDI”), should have been consolidated into Enron’s financial statements beginning
in November 1997,

(i)  the financial activities of JEDI, in which Enron was an investor and which
was first consolidated into Enron’s financial statements during the first quarter of 2001, should
have been consolidated beginning in 1997; and

(iii)  the financial activities of a wholly-owned subsidiary of LIM Cayman, L.P.
(“LIM1”), which had engaged in structured transactions with Enron, should have been

consolidated into Enron’s financial statements beginning in 1999.
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31. On or about December 2, 2001, Enron and certain of its subsidiaries filed
with the United States Bankruptcy Court for the Southern District of New York voluntary
petitions for reorganization pursuant to Chapter 11 of the United States Bankruptcy Code.

32. In or about December 2001, upon information and belief, Andersen’s
CEOQ, Joseph Berardino, admitted to the SEC that the financial statements audited by Andersen
were misleading because of the improper failure to consolidate transactions between Enron and
certain related parties, as required by GAAP.

33.  On or about February 1, 2002, the Special Investigative Committee of the
Board issued its report of its investigation of Enron (the “Powers Report”). The Powers Report,
which does not contain any findings of wrongdoing by Banc of America, contains certain
findings with respect to Andersen. These findings include the following:

(a) Enron’s accounting treatment of the Chewco and LLJM1 transactions was
“clearly wrong,” and caused by mistakes in structuring the transactions “or in basic accounting.”
The Special Investigative Committee of the Board further found that:

[i]n other cases, the accounting treatment was likely wrong,

notwithstanding creative efforts to circumvent accounting

principles through complex structuring of transactions that lacked

fundamental economic substance. In virtually all of the

transactions, Enron’s accounting treatment was determined with

extensive participation and structuring advice from Andersen,

which Management reported to the Board. Enron’s records show

that Andersen billed Enron $5.7 million for advice in connection

with the LJM and Chewco transactions alone, above and beyond
its regular audit fees;

(b)  Andersen approved certain asset sales and hedging transactions, which
“appear to have been designed to circumvent accounting rules” and which raised certain

accounting and financial reporting issues;
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() Andersen’s CEO had admitted in Congressional testimony that “the firm
had simply been wrong” with respect to certain conclusions regarding whether Enron’s
transactions with certain related parties met the “threshold accounting requirement” for non-
consolidation;

(d)  Andersen had approved certain disclosures, which “were obtuse, did not
communicate the essence of the transactions completely or clearly, and failed to convey the
substance of what was going on between Enron and the partnerships”;

(e) There was an absence of, among other things, “objective and critical
professional advice” on the part of Andersen;

® Andersen “did not fulfill its professional responsibilities” in connection
with its audits of Enron or its responsibility to bring to Enron’s attention concerns regarding

related party transactions. Specifically, the Powers Report noted:

Andersen has admitted that it erred in concluding that the Rhythms
transaction was structured properly under the SPE non-
consolidation rules. Enron was required to restate its financial
results for 1999 and 2000 as a result. Andersen participated in the
structuring and accounting treatment of the Raptor transactions,
and charged over $1 million for its services, yet it apparently failed
to provide the objective accounting judgment that should have
prevented these transactions from going forward. According to
Enron’s internal accountants, Andersen also reviewed and
approved the recording of additional equity in March 2001 in
connection with this restructuring. In September 2001, Andersen
required Enron to reverse this accounting treatment, leading to the
$1.2 billion reduction of equity. Andersen apparently failed to
note or take action with respect to the deficiencies in Enron’s
public disclosure documents.

According to recent public disclosures, Andersen also failed to
bring to the attention of Enron’s Audit and Compliance Committee
serious reservations Andersen partners voiced internally about the
related-party transactions. An internal Andersen e-mail from
February 2001 released in connection with recent Congressional
hearings suggests that Andersen had concerns about Enron’s
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disclosures of the related-party transactions. A week after that e-
mail, however, Andersen’s engagement partner told the Audit and
Compliance Committee that, with respect to related-party
transactions, “[r]lequired disclosure [had been] reviewed for
adequacy,” and that Andersen would issue an unqualified audit
opinion. From 1997 to 2001, Enron paid Andersen $5.7 million in
connection with work performed specifically on the LIM and
Chewco transactions. The Board appears to have reasonably relied
upon the professional judgment of Andersen concerning Enron’s
financial statements and the adequacy of controls for the related-
party transactions. Our review indicates that Andersen failed to
meet its responsibilities in both respects;

(g) “[TThe responsibility for [the] inadequate disclosures” with regard to
related parties was borne in part by Andersen;

(h) The Powers Report further noted that, pursuant to AICPA standards,
“[a]uditors are under an obligation not to agree to such disclosures without substantiation”;

i) Andersen “did not function as an effective check” on the disclosure

approach used by Enron. For instance, the Powers Report noted:

Andersen was copied on drafts of the financial statement footnotes
and the proxy statements, and we were told that it routinely
provided comments on the related-party transaction disclosures in
response. We also understand that the Andersen auditors closest to
Enron Global Finance were involved in the drafting of at least
some of the disclosures. An internal Andersen e-mail from
February 2001 released in connection with recent Congressional
hearings suggests that Andersen may have had concerns about the
disclosures of the related-party transactions in the financial
statement footnotes. Andersen did not express such concerns to
the Board. On the contrary, Andersen’s engagement partner told
the Audit and Compliance Committee just a week after the internal
e-mail that, with respect to related-party transactions, “[r]equired
disclosure [had been] reviewed for adequacy,” and that Andersen
would issue an unqualified audit opinion on the financial
statements.

34.  In June 2002, a federal grand jury convicted Andersen of obstruction of
justice for its destruction of Enron-related documents while on notice of a federal investigation.

Upon information and belief, Andersen’s license to practice auditing has since been revoked. On
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October 16, 2002, Andersen was sentenced to five years probation and a $500,000 fine in

connection with its criminal conviction.

I11.

COUNT L. - BREACH OF CONTRACT (THIRD PARTY BENEFICIARY)

35.  The allegations in Paragraphs 1 through 34 of the Cross-Claims are
incorporated by reference as if fully set forth herein.

36.  Andersen contracted with Enron to perform a variety of services,
including work in connection with the Comfort and Bring Down Letters referred to herein, as
well as auditing and accounting functions relating to, among other things, Enron’s offering of the
7.375% Notes, the 7% Exchangeable Notes, and the Marlin Notes, and to exercise the standard
of care, skill, and diligence expected of independent, qualified certified public accountants and
expert auditors.

37. Andersen and Enron intended, and Andersen was required, to bestow upon
Banc of America the direct and primary benefit of such services, as evidenced by, among other
things, the Comfort and Bring Down Letters. This benefit was to be bestowed upon Banc of
America, in satisfaction of certain of Enron’s legal duties to Banc of America, and with
Andersen’s knowledge, understanding, and intent that Banc of America would rely on it, as
evidenced by, among other things, the Comfort and Bring Down Letters.

38.  Andersen incompetently and inaccurately performed the services and
procedures referred to in the Comfort and Bring Down Letters and its review and/or audit of the
financial statements of Enron, in breach of its contractual duties to Enron and to Banc of

America, the intended third party beneficiary of the contract between Andersen and Enron with
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regard to the work performed by Andersen in connection with the Comfort and Bring Down
Letters.

39.  Andersen, by the breach of its contractual duties with regard to the
services and procedures referred to in the Comfort and Bring Down Letters and the review and
audit of Enron’s financial statements, including those incorporated by reference in the
Registration Statement and Prospectus, breached its duty to act in good faith and to deal fairly
with Banc of America in this regard.

40.  As adirect and proximate result of Andersen’s breach of contract, Banc of
America has suffered and continues to suffer damages, for which it hereby seeks appropriate

relief.

COUNT1I. - PROFESSIONAL NEGLIGENCE

41.  The allegations in Paragraphs 1 through 34 and 38 of the Cross-Claims are
incorporated by reference as if fully set forth herein.

42.  As evidenced by, among other things, the Comfort and Bring Down
Letters, Andersen owed a duty of care to Banc of America in the performance of its Enron-
related auditing, accounting, and other procedures and functions, including, but not limited to,
those referred to in the Comfort and Bring Down Letters, by exercising the standard of care,
skill, and diligence expected of independent, qualified certified public accountants and expert
auditors. Andersen was aware that Banc of America was an existing underwriter of or placement
agent for various Enron securities, including Enron’s 7.375% Notes, Enron’s 7% Exchangeable
Notes, and the Marlin Notes, and that Banc of America intended to rely on Andersen’s skill and
expertise in connection with Enron’s financial statements, including those incorporated by

reference in the Prospectus.
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43.  Andersen failed to conform to the generally recognized and accepted
principles and standard of care required of its profession in connection with Enron’s financial
statements, including those incorporated by reference in the Prospectus.

44.  As adirect result of Andersen’s professional negligence, Banc of America
has suffered and continues to suffer damages, for which it hereby seeks appropriate relief.

COUNT III. - NEGLIGENT MISREPRESENTATION

45.  The allegations in Paragraphs 1 through 34, 38, and 43 of the Cross-
Claims are incorporated by reference as if fully set forth herein.

46. Andersen, in the course of its engagement with Enron (including the
Comfort and Bring Down Letters), negligently supplied materially false information for the
benefit and guidance of Banc of America. This information was supplied by Andersen with the
knowledge that Banc of America was an existing underwriter of or placement agent for various
Enron securities, including Enron’s 7.375% Notes, Enron’s 7% Exchangeable Notes, and the
Marlin Notes, and with the knowledge, understanding, and intent that Banc of America would
rely on such information.

47.  Andersen, in breach of its contractual and professional duties, did not
exercise reasonable care or competence in obtaining or communicating such information to Banc
of America.

48. Banc of America reasonably and justifiably relied on Andersen’s
representations in connection with, among other things, the offerings of Enron’s 7.375% Notes,
Enron’s 7% Exchangeable Notes, and the Marlin Notes.

49.  As a result of its justifiable reliance on the information supplied by
Andersen in breach of Andersen’s duties, Banc of America has suffered and continues to suffer

damages, for which it hereby seeks appropriate relief.
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COUNT IV. - COMMON LAW FRAUD
(RECKLESS DISREGARD FOR THE TRUTH)

50. The allegations in Paragraphs 1 through 34, 38, and 43 of the Cross-
Claims are incorporated by reference as if fully set forth herein.

51.  Andersen recklessly made numerous false representations concerning
material facts related to Enron’s 7.375% Notes, Enron’s 7% Exchangeable Notes, and the Marlin
Notes. These material misrepresentations include, without limitation, the representations in the
Comfort and Bring Down Letters and in Andersen’s certifications of the financial statements
incorporated by reference in the Registration Statement and Prospectus.

52. Banc of America was intended to—and did in fact, reasonably and
justifiably—rely upon these material misrepresentations, as evidenced by, among other things,
the Comfort and Bring Down Letters.

53.  As a direct and proximate result of such reliance, Banc of America has

suffered and continues to suffer damages, for which it hereby seeks appropriate relief.

COUNT V.- STATUTORY FRAUD

54. The allegations in Paragraphs 1 through 34, 38, 43, and 51 of the Cross-
Claims are incorporated by reference as if fully set forth herein.

55.  Andersen made numerous reckless representations to Banc of America,
concerning past and existing material facts related to Enron. These material misrepresentations
include, without limitation, the representations in the Comfort and Bring Down Letters and in
Andersen’s certifications of Enron financial statements.

56.  Andersen knew that Banc of America would rely upon Andersen’s
reckless representations, and Banc of America did in fact rely upon Andersen’s reckless

representations.
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57.  As a result, and pursuant to the provisions of Chapter 27 of the Texas
Business and Commerce Code, Banc of America has suffered and continues to suffer damages,

for which it hereby seeks appropriate relief.

COUNT VI. - STATUTORY CONTRIBUTION

58.  The allegations in Paragraphs 1 through 57 of the Cross-Claims are
incorporated by reference as if fully set forth herein.

59.  Andersen contracted with Enron to perform auditing and accounting
functions relating to, among other things, the offerings of Enron’s 7.375% Notes, Enron’s 7%
Exchangeable Notes, and the Marlin Notes.

60.  Andersen intended to bestow upon Banc of America the direct benefit of
such services, as evidenced by, among other things, the Comfort and Bring Down Letters. This
benefit was bestowed upon Banc of America, with Andersen’s knowledge, understanding, and
intent that Banc of America would rely on it, as evidenced by, among other things, the Comfort
and Bring Down Letters.

61.  Andersen owed a duty to, among others, Banc of America to exercise the
standard of care and skill expected of independent, qualified certified public accountants and
expert auditors in its work in connection with the Comfort and Bring Down Letters, providing
the Comfort and Bring Down Letters to Banc of America, and its review and audit of Enron’s
financial statements.

62.  Andersen incompetently and inaccurately performed its services in
connection with the Comfort and Bring Down Letters and its review and audit of the financial

statements of Enron, in breach of its contractual duties to Enron and to Banc of America.
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63. Banc of America and Andersen, therefore, are not in pari delicto, and
Banc of America bears no fault for the injury alleged by Plaintiffs.

64.  To the extent that Banc of America is assigned any fault for any injury
alleged by Plaintiffs in connection with their purchase of Enron securities, such fault would be of
a lesser degree than that of Andersen, as Andersen’s active wrongdoing was the proximate or
primary and efficient cause of any such injury.

65.  As a result, and pursuant to the provisions of Chapter 33 of the Texas
Civil Practice and Remedies Code, Banc of America is entitled to contribution from Andersen

for any damages, interest, expenses, and/or other costs assessed against it.

IV.

PRAYER FOR RELIEF

For all of the foregoing reasons, Cross-Claimant Banc of America requests the following

relief against Cross-Defendant Andersen:

(a) Judgment against Andersen for damages as provided by law;
(b) Judgment against Andersen for contribution as provided by law;
(c) Prejudgment interest as provided by law;

(d) Attorneys’ fees;

(e) Post-judgment interest as provided by law;

® Costs of suit; and

(g) Such other and further relief to which it may be entitled.

Dated: October 15, 2003
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Respectfully submitted,

CADWALADER WICKERSHAM & TAFT LLP

egory M@el (pro hac vice)
(Attorney-in-Charge)
Jason M. Halper (pro hac vice)
Lambrina Mathews
100 Maiden Lane
New York, NY 10038
Telephone: (212) 504-6000
Facsimile: (212) 504-6666

Charles G. King

Texas Bar No. 11470000
S.D. Tex. Bar No. 01344
King & Pennington LLP
1100 Louisiana Street

Suite 5055

Houston, Texas 77002-5220
Telephone: (713) 225-8404
Facsimile: (713) 225-8488

Attorneys for Defendant and Cross-Claimant
Banc of America Securities LLC
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CERTIFICATE OF SERVICE

I hereby certify that a true and correct copy of the foregoing instrument was served upon all
known counsel of record by website, http://www.es13624.com, pursuant to the Court's order dated
August 7, 2002 (Docket No. 984), on this the 15™ day of October, 2003.

AN

\
harles G. King ' \
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ARTHUR
ANDERSEN

May 19, 1999 Acchur Andersen LLP

LEHMAN BROTHERS INC. d %wuuq —

BANC OF AMERICA SECURITIES LLC - Lawsiata

CIBC WORLD MARKETS CORP. %3“23% 77002-2786

As Underwriters

named in the Underwriting Agreement

dated May 19, 1999, celating 0 the issuance of 4

$500,000,000 of 7.375% Notes duc May 15, 2019

Dear Ladies and Gentfemen:

This letzer Is weitien ax the request of Enron Corp. (ap Orcgon corporation) und subsidiarics ("Baron”), This letter
relates 10 Amendment No. 1 ta Form §-3 Registaion Statemens (Regiswrasion No. 333-70465) filed by Envon with
the Sccurities and Exchange Commission ("Cammission™) under the Securides Act of 1933, as amended ("Act™), on
Fehnuary 3, 1998 {"Registration Scatement™). with respect 1w the registution and sals by Exvon of $500,000,000
aggregais peincipal amownt of 7.375% Nowes due May 15, 2019, purstanz w an underwsiting agroement dated May
19, 1999 ("Undeswriting Agreement”). Roferences to the “Prospectus” shall refer 1o the prospectus contained in the
Regisration Sttemicnt #s supplementsd by a prospecrus supplemens dased May 19, 1959, filed with ths Commission
pursusal o Rule 424(0)2). Such Registration Sumcment and Prospecius incorporate by referénse, smong other
documents filed with the Commission, the following:

» Pnron's Annual Report on Form 10-K for the fiscal yesr endad December 31, 1998 ("1998 Form 10-K™);
¢ Ezron's Cureot Repoet on Forms 8K dated March 18, 1999 ("March 18, 1999 Farm 8-K*); and

*  Enron’s Quanterly Raport on Form 10-Q for the quarer ended March 31, 1999 ("March 31, 1999
Form 10-Q~).

We havs audied ths cansolidaied balance sheet of Enron as of December 31, 1998 and 1997, and the related
consolidated starements of incame, comprebensive income, cush flows and changes in shareholders’ equisy for cach
of the thres yeurs m the peviod ended December 31, 1998, all included in the March 18, 1998 Form §-K and the
1998 Form 10-K, and the related financial statemens schadule included as Tiem 14(a)2 included 1n the 1998

Formp 10-X, alf incorporaiad by referance in the Registrusion Staternent and Prospecius; out reports with respect
thereto, as appearing in the March 18, 1899 Rorm 8-K and the 1998 Farm 10-K, wre als0 incorporated by reference
in the Regisgation Statement and Progpecus.

In comnestion with 1he Ragismation Statement and Prospectus:

1. We are independent eanified poblic accountanys with respect 1o Earon within the meaning of the Act and the
applicablo rulss and regulations thavnnder adopted by the Commnission.

2. Tn our opinion, the consolidated financial statementx and finuucial statement schedulo aidited by us and
incorporated by reference in the Registraxion Sramment and Prospectus comply a& w form in all saverial
respects with the applicable accounting requirements of the Act and ihe Scewsities Exchauge Act of 1934
("Bxchange Act™) and the related rles and rogulutions sdopied by the Commission.

3. We have not audited any financial statements of Eoron as of any date ot for any petiod subsequent (o :
December 31, 1998; alihough we have conducted an audit foc the year ended December 31, 1998, the purpose
(and therefore the scope) of the audit was to enable us (o express out opinion on the consolidaied financial
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ARTHUR
ANDERSEN

Page 3
Muy 19, 1999

With respect o the three-month periods ended March 31, 1999 and 1998, we have:

(i) Performed the procedmes specified by the Ametican Institis of Cermified Public Accauntasts fora
review of interim financial information as described in SAS No. 73, Inwerim Financisl Informarion, on the
unaudited consolidated condensed balance sheet as of March 31, 1999, and the unaudited consolidazed
condensed staremcnis of income and cash flows for the three-month periods ended March 31, 1999 and
1998, all included in the March 31, 1999 Form 10-Q, incosporated by reference in the Registration
Statcmene and Prospectus.

{ii) Inquired of certain officials of Baron who have responsibility for finsncisl and accounting maqers
whether the unandited consolidated condensed financial statcmemts referred 10 in (i) comply as w form in
all matenal respects with the applicuble accounsing requisemenss of the Bxchangs Act as it applies 1o
Form 10-Q and the related rules ang regulations adopted by the Commission.

The forcgaing procedures do not constingie an sudit conductad in accardance with geassaily aceopted suditing
mandards. Also. they would not necessarily reveal matlers of significance with respect to the comments in the
following paragraph. Accordingty, we make no representations tegarding e sufficicncy of the foregoing
procedures for your purposes.

Nouing cama to our axention as a resuls of the foregoing procedures, howaver, that caused us to believe har

(i) Any material modifications should be made 1o the unaudired convolidared condensed finarcial stements

described in i), incorporated by feference in the Regiswarion Statameng and Prospectus, for them o be
in conformity with generally sceepted accoundag principies.

(i) The unaudited consolidatzd condensed financial statements described in 4(i), incorporated by reference,
4o not comply as w form in all matcrial espects with the applicable accounting requirements of ths
Exchange Act a3 it applics 10 Form 10-Q aad the related rules and regulutions adoprea by the
Commission.

. Enron officials have advised us that no consolidated financial statements as of any date or for any pesiod

subsequent 1o March 31, 1999, are uvailable; accordingly, the pracedurss carried oux by us with respect 1o
changes in financial statcment iems afisr March 31, {999, have, of necessity, been even more imitzd dun those
with respect o the periods referred (o in 4. We have inquired of cemain officials of Enson who have
vesponsibility for financial and aceounting martsrs whether (a) uf May 14, 1999, thers was sny changs in e
capital stock, increase in combined short-terma 3nd long-term debi of any decreasc in consolidated net aisets or
shareholders’ equity of Enron as campared with amounts shown on the March 31, 1999, unaudited consolidatcd
condensed balance shect included in the March 31, 1999 Form 10-Q, incorporaied by refevence, in the
Regusiration Smatement and Prospectus, or (b) for the period from April 1, 1999, 10 May 14, 1999, thers wers
any decreascs. as compared with the corvesponding period in the preceding year, in consolidated opemuting
revenues, det incoms or busic or diluted earnings par share of comnwon stock. On the basis of these inquiries
und our reading of the minuies as dosctibed in 4, nothing cume to our attention whar cuuved us w beliove that
there was any Such change, increase, or decrease, exceps in all imtances for changes, Increases, or decreases that

the Regiswraiion Staiement and Prospectus disclose bave ccourred or may occur, except that cspisl stack
increased $61 million.

For purposes of this letter, we have also read the information conined in Item 7. - "Management's Discussion
and Analysis of Financial Condition and Results of Operations™ and "Quarterly Finamcisl Dan (Unaudiced)”
appeacing 1 Nove 16 to the consolidated fimancial stucments, all included in the 1998 Rorm 10-K (included o
Exhibiz 70): the information contsined in liem 1. - “Business,” ftem 2. - "Propestics,” liem 3. - “Legal
Proceedings,” tem S. - “Markes for the Regisiranty’'s Common Equity and Related Shareholder Mautany™ and
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ARTHUR
ANDERSEN

. Page 4

May 19, 1998

10.

11.

Iem 6. - "Selecied Pinancial Daia (Unaudited)®, ult included in the 1998 Form 10-K (included at Exhibit 1);
“Computation of Rasio of Eamings to Fixed Charges (Unaudited)” on Bxhibit 12 included in the 1998 Form
10-K (included at Bxhibis IV); Item 3, - "Management’s Discussion and Analysis of Financial Condigion und
Results of Operaions” included in the Murch 31, 1999 Form 10-Q (inctuded at Exhibix V); "Computasion of
Ratio of Eamingi w Fixed Charges (Unaudied)” on Exbibit 12 included in the March 31, 1999 Form 10-Q
(inciuded wt Exhibit VI): and “Capitalization” and “Ratio Of Eamnisgs To Fixed Charges” included in the
Prospecws (included at Exhibic VII) and performed te additional procedures stated in Exhibic I with respeci v
such information.

Our sudits of the consolidated financial statements for ihe periods reforred w in the second paragraph of his
letier comprised audit 1ests and procedures deemed necossary for the purpose of sxpressing an opinion on such
financial statements taken a3 a whole. For nonc of the periods referred 1o thesein, or for any other period, did
we perform audit tests for the puTpese of expressing an opinion on individual balances of accounts or symmaries
of sclected transacrions or other data such as those cnumeraied in the attached Bxhibits, and, sccordingly, we
express no opinioa thereon.

3t shouia be uoderstoad that we make no repeesentations as to the explanatons for increases or deereases in
specific amounts or percentages contained in "Management's Discussion and Analysis of Financial Condixion
and Results of Opevutions® included ia the 1998 Form 10-K (incloded at Exhibis IT) and the March 31, 1999
Form 10-Q (included at Exhibir V). Further, we have addrcssed ourselves solely to the amounts and percentuges

as sex forth and make no representations rogarding the adequasy of disclosure or regarding whether any material
facts frave been omined.

Ut should bs undersiood thar we maks no represcntations regarding questions of legal interpreation ot regarding
the sufficiency far your purpaxcs of the procedures encmerated in tis leuer and in the ssached Bxhibits. Also,
such proceduses would not necessarily roves! any material missistement of the amounts or percentagss listed
therein, Further, we have addressed ourseives solely to the foregoing daza as set forth in ihe Registration
Scacement and Prospectus and make o represeniatons regarding the adequacy of disclosure oe regmrding
wicther any maserial facts have been omined.

This lener is salely for the information of the addressces and vo assist the undeewriters in conducting and
documeating their investigation of the affairs of Baroa in connection with the offering of the secusitics coversd
by the Registration Starzment and Prospectus, and it is not © be used, circulased, quoted, or otherwise referred
w within or without the underwriting group for any other purpose, including but not limitad w the registrasion,
purchase, or sale of secuvities, nor is iC to de filed with or refarred W in whole or in pant in the Regisrarion
Sttement and Prospecius of any other document, except that reference may be made to it in the Underwridng
Agreement or in any list of closing documents pertaining 1o the offering of wa securitics covered by the
Registradon Swzement and Prospectus.

Vexy wily yours,

et ?

ARTHUR ANDERSEN LLP
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1 EXHIBIT ]

@ Sumbol Explanation of Symbols Used in Exhibita I1 through V1T

A We compased the indicared amounz or percensage o the carrespending smount or percaniage appearing oq an
analysis schodule prepared by Enron and found such amounts or percentages 1o be in agreemeny, aftsr
rounding. We secompuied he atmount o percenuage appeaning on the aualysis schedule and found such
amount oc percentage 1o be aritbmetically correct. We compared the components of the compntation of the ;
amount of perceniage appeasing on (e analysis schedule 18 the corresponding amount appearing on the
consalidared balance sheet, as of the applicable dats, or the related consolidated susments of income, cash t
flows of changes in shascholders’ aquity or nows to the consolidated financial stasements. for the applicable
year, included in the 1998 Enven Form 10-K, 1997 Earoa Form 10-K, or the 1995 Enron Form 10-K, 25

s applicahle, and found such amaunis or parcenuages to be in agreement, after rounding.

8 We compared the indicated amount o peccentage to the corresponding amount o percentage appeasiog on un
» analysis schedule prepazed by Enron and found such mmouats of percentages 1o be in agresment, after
: rounding. We recomputcd the amouns of pescenlage appearing oo the analysis schedule and found such :
arnount of pevcentage to de aritimetically comvect. We compaged the componenss of the computation of the :
Amount ar percemage appeasing on the snalysis schedule 1a the carresponding amount included in Barou's
accounting records and fouad such amounts 1o be in agreemant, after rounding.

Cc We compared the indicated smount o the corresponding amount appearing on the consalidated balancs sheet,
- as of the applicable date, or the related consolidated statements of incoms, cash flows or changes ia :
<. shareholders’ equity or notex to the consolidated financial statements. for the applicable year. inclided in the !
1998 Enron Form 10-K. 1997 Earon Form 10-K or the 1995 Enron Form 10-K, as applicable, and fousd
such amounts 10 ba in agresment, afier rounding. {
!
1

: D We compared the indicated amount [0 the corresponding amount included in Enron's accounting fecords and
found such amounss (o be iy ugrecment. after sounding.

! E We compared ths indicated amount or raiio 10 the corresponding amount or ratio appearing 0a 4a analysis
. . schedule prepared by Facon and found such smousts of rados 1o be in agreement, afier rouading. Such
analysis schedule reflecis the amounts used in the computation of the ratio of eamings to fixed churges
including (1) “Income from continuing operations,” (2) "Undiswributed camings and losses of less than S0%
’ ‘ owned affiliates,” (3) “Capinalized inwevest of nonregulamd compunies,” (4) “Minority interest,” (5) “Income
mx expense,” (6) “Intarcst oxpense,” (7) "Rental expense representative of intarest factor,” (8) "Baraings
available for fixed charges,” (9) "Fixed chargss™ snd (10) "Ratio of camnings 1 fixed charges.” We compared i
{1} and (4) for the applicable pariod, as described above, 1 the cortesponding amouns appessing on the
{-- wnaudited consclidated condensed statemens of incoms inchaded 1n the March 31, 1999, Enron Form 10-Q, or
ou ths cansolidated statancat of incoms incinded in the 1998 Enron Farm 10-K or the 1995 Earon Form
10-K., as spplicable, or included in Bnron’s accounting records, as applicable, and found such amounts 1o be
in 3gresment. afier rounding. We camparad (2), (3), (5). (6) and (7) for the spplicable petind, as described
= abave, o the corresponding amounts appearing on an analysis schedule. We recomputad the amounts
appeuring on the analysis schedule and found ach amounts (o be arithmesically comrect. We compared the
components of the compurasion of the amounts appaaring on the snalysis scheduls w the corespondiog
amOunts appesting on the upaudited consolidated condsased starement of income included 1 the March 31,
1999, Earon Porm 10-Q, or en the consalidated siatement of incoms inctuded i the 1998 Enron Form 10-K
R or she 1995 Boron Form 10-K, as spplicable, or included in Baron's accounting records. as applicable, and
J found such mmounts to be in agrsemant, after rounding. We recompured (9) for the applicable pesiod, as
: deseribed above, a3 the swn of (6) and (7), a8 described above, and faund such xmount (o be aritunedcally
correct. We recompuied (8) for the applicable period, as described sbove, as the sum of (1), (4), (5) and (9), f
as described above, less the sum of {2) and (3), #s doscribed above, and found such amount (o be
arithmerically correct. Wa recomputed (10), as described above, as (8), as described above, divided by (9).
as described above, and found such ratio o be ssidhmetically comrest.
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2 EXHIBIT {

_Explanagion of Svmbels Used in Exhibire ]I through VI

We compared ihe indicated amouns or pescentage 1o the corresponding AMODKL of percentage appeasing on an
analysis schedule prepared by Enron Ol & Gas Company and found such amounts oc percentages  de in
agreement. aftey rounding. We recompuied the amount of pescentage appearing oa the analysis schedule and
found such amoust o percentage to e atithimesically correct. ' We compared the components of the
compaation of the amount of perceniage appearing oo tho analysis schedule to the corresponding amount ox
percenags sppeasing in the Buron Oil & Gas Company’s 1993 Form 10-K or Earon Oil & Gas Company's
accounting seconds, as applicable, and found such amounts w be in agrecment, afier rounding.

Nox used.
Not used.
Not used.
Not used.
Not used.

We compared the indicaed amount 1o the corresponding amount appearing on an analysis schednle prepared
by Exron and found such amaounts to be in agreement, after sounding. Such nnalysis schedule reflects (1)
averuge number of common shares oursianding on a diluted hasis. assuming the cogversion of peeferred
shares 10 common sharcs, (2) avevage number of common shares outstanding on a dilured basis and (3)
additional common shares issuablc opon conversion of preferved sharss. We compared (2), as described
above, 1o the corresponding amouns appearing on the consolidated stacement of income included in the §997
Earon Form 10-X and found sach amounis o be in agrectnent, afier rounding. We compared (3), a5
described above, to an analysis schedule prepared by Eoron and found such wmounts 10 be in agresment, aficr
rounding. We recomputed the amount appearing on che analysis schadule and found such amount 1o be
arithmexically correct. Wa compared the components of die computation of the amount appearing on the
analysis schedule 1o the commespanding amount appearing in the notes o the consalidated Anancial suements
included in the 1997 Earon Form 10-K or in Enron's accoonting records, as applicable, and fouad such
amounts to be in agroement, afier rounding, We resompueed (1), as described sbave, as ha s of (2) and
(3), s deactibed ahove, and fognd such amount 10 be arithmetically comrect. It should be noted that
Srtcment of Financial Accounting Standards No. 128 requires thas diluted camnings per shate for each
camings component should not include the anti-dilixive effect of the assumed conversion of pocferred shares
10 common shares.

We compared the indicated amount to the corresponding amauss appearing on an analysis schadule prepured
by Enron 2nd found such amount Io be in agreement. aficr rounding. We recompured the amoas appeating
on the snalysis schedule and found such amount 1o be arithmetically corect, Such analysis schedule utizes 3
foreign cwrency exchange rae 1o convery Grest Britain Pounds w US dollars. We compared the scad-or-pay
payments amouns appearing on the analysis schedule 1o the comesponding amoumt included in Baron's
acounting recotds and found such amoums 10 be in agrcement, afier rounding.

We compared the indicated amount to ths comesponding amount appearing on an analysis schedule prepared
by Enron and found sach amaunts 1o be in agrecment, after roonding. We recompuied the amount appearing
on the analysis schedule and found such wmodnt 10 be aritunetically correcr. We comparad the comporcnts
of the campuwtion of the amount appearing on the analysis schedulo w the comesponding amouns appeariag
on the unaudited consolidated condensed statemant of income included in the September 30, 1998, Esvon
Form 10-Q, or appearing on the cousalidated stvsmsnt of income included in the 1998 Enron Form 10-K, as
spplicable, and found such amounts 1o be in agrecment, after rounding.
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.1 Diluted earnings per share of common stock were as follows: @
. 1598 1987
.] piluted earnings per shave:s
After-tax resules before items @
! impacting cowparabilicvy §2.00 $1.74
J Items impacting comparabilitvy:
Gain on sale of 7% of Enron
Energy Services shaxes - 0.21 . -
Gains on sales of Bnvon Oil & Gas
Conpany stock 0.13 - 0.33
Charge to veflect losses on .
contzracced MTBE produccticn 10.12) {0.35) -
Charge to reflect impact of
anendad J-Block gas contract - (1.87) -
Gains on sales of liguids and
garhaering assers - .22 0.22

2ffecs of anti-dilurion(a)
Roporced diluced cmmgu pa: sha.:a
{a) Por 1897, cha coavazxsion o

diluced esaruings pec share uuuutm vu apti-~dilntive Dy {50.03p

) 1o Tesults, per ShaTe WMOMDES £OF each NIngS COMPORAnE
were caleoula milllon sbares. waich assuses the convecrsiod™s
shares to comuon yhaces.

Tocome Befors Incersst, Minority Intersmats and Incacwme Taxes
a The following rable presents income before intarest, minoricy

incerearts and income vaxes (IBIT) for each of Envon's operating segmanty
{see Note 17 vo thas Comsclidated Pinancial Scacemencs):

(In Millians) 1998 1897 1398
Exploracion and Production E 128 $183 S 200
Trangporvarion and Discriducion: ‘
Gag Pipeline Group 351 465 524
Porcland Genaral 286 14 -
.. Wholssale Energy Operacions and Sexvic 968 6854 466
j Retail Pnergy Services (119) (107 -
Corporate and Other _{32) (745} 48
Raporced income before intezest,
a minoricy interests and caxes $1.582 S S65 51,238
Zxploration and Production
Bwon's exploration and production operations are cenducted by
3 Earon Oil & Gas Company (BOG) .

39

Reserve for Qualified facilities
disposition - - 0.20
Othwx - (0.01)]
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Wellhead volums and price statiscics (including incercompany ]
amounts) are a3 follows: ‘

1988 1597 1958

NMacural gas volumes (MMcf/4)(a)

North America . 778 758 706 ’
Trinidad 138 113 124
India 56 18 ~
Tocal 71 889 830
Average nacural gas prices ($/¥cf) H
Noxrch Aserica $1.86 $2.20 $1.92 $
Trinidad lL.08 1.08 1.00 .
India 2.41 2.79 -
Conposice 1.78 2.07 1.78
Crude eil/condensate volumas (MBbl/4) (a) . 1
sorch America 16.6 1¢.2 11.6
Trinidad 3.0 3.4 5.2
India 5.1 2.3 2.8
Tocal 24.7 19.9 i9.6
Average crude oil/condensate prices (5/8bl) °
Nearch America §$12.67 $19.33 s21.08
Trinidad 12.26 18.&88 19.78
India 12.86 20.05 20.17
Composice 12.66 19.30 20.60

(a1 Willion cubic feec par dAy OF CHOUSANA PEITOLS par dAY. 08 apPlicaDle.

The following analyzes the significant components of IBIT for
Exploracicon and Producrion:

(In Millions) 1958 1997 1958

Net ravenues

Corporace hedging accivicies e {8
Operacting expanses 9 210 181 '
Pxploracion expenses r 121 1103 29

Depraciacion, depletion and amorcizgcion 313 | 278 251
Operacing income C 3 185 205
ocher income, nac A {51 {2} (5)
Reported income before inceresty hinoricy
intarescs and caxes 5128 $183 $200

Nat Ravexsas

and Producrtion’s revenues, net of qas s
nacural o - geing, decraased ‘
1998 afrer Mircreweaing[ss3| million in 1997. 7Tha 1998 change
raflects lower avarage wellhead nacural gus prices and crude oil and
condensace prices, parcislly affset by increased production volumes of
bath natural gas and crude oil and condensate. The 1937 increase

reflected both increased average wellhezad natural gas prices and

i eased production volumes. Ocher markecing accivicies, which include
hedg ing and natural gas mavketing transactions by EOG, reduced
nec ravenues million in 1998 and [$81jmillion in 1897, cocpared
i AN~S O TOREE [S¢)million in 1996. et revenues also include gaias
oen sales of crude oil and gas reserves and velatad assars of [S36jmillien

pillion in 1997 and 520 million N=u 1996,

40
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Costa and Rxpenses . )
Operating expenses and depreciaction. deplecion and amortizacion

(DD&R) increased in 1998 and 1997 primarily dus to expanded operations

and increased worldwide production volumes in both years snd a higher

DD&A rate in North America in 1998. @

Bxploracion sxpenses increased[1as]in 1998 and|}St)in 1997 as
compared ta the prior yesr, primarily as a resulrc of increased
exploratory drilling activities and expenses related to lease
acquizitions in North America.
cutlock .

BOG plans to continue ro focus a subarvantial poxtion of ics
development and exploration expenditures in its major producing areas in
North Americu. In addition, POG mnticipates addicional spending for the
concinued development of ics projects in India, Trinidad and China.

In December 1998, Enros received an unsolicived indicacien of
incersst from a chird party with respect co explaring a possible
rransacticn pursuant to which che third parxcy would acquire Enron‘s
shares of EOG cowmen stock and offer to acquire the remaining shares of
outrscandisig EOG common stock. 7Thess <an ba no assurance chatc aay such
cransaction will be congummated. ’

Transportaticn and Diaryibutlen

Transporcation and Discyiburion consiscts of Gas Pipeline Group and
Portland General. Gas Pipeliae Group includes Enron‘s incersuace
narural gas pipelines, primarily Northexn Nactural Gas Company
(Northern). Transwestern Pipeline Cospany (Transwescern). Enxon‘s 50%
incaresc in Florida Cas Transmission Cawpany (Florida Gas) and Bnron’s
incersast in Northern Border Pipeline. Porcland General resulcs ave
included for the peczicd since the July 1, 1997 merger (seq Noca 2 to the
Consolidaced Financial Statemencs) .

Gas pipeline Group. The following cable summariras tocal volumes
cransporced iy each of Enron’s incerscate nacural gas pipelines.

1898 1997 1998

Tocal Volumes Transpartad (Bbru/d) (a)
Norcthern Natural Gas §,098 ¢.364 4,577
Transwescern Pipeline 3,608 1,416 1.341
Plorida Gas Transmission 1,341 1,341 1,296
Norchern Border Pipeline 1,770 1,800 1.80%-

T8) BL1il00 ETitish Charmal woiCs pec aay. ARGURLS Tebiect 1008 of sach encicy ' 8

chooughput Volumes. Fiorada Cas aad NorTtharn Worder Pipeline age wicoaselidacad
aftiliates,

41
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— Sigmnificant componencs of IBIT are as follm:@ @
‘}. (Io Millions) 1998)°7 1957/ 1996
[

Nec revenues $640 §688%
Operacing expenses 27 316
Dep:ecia:ion and amortization B 70
B;ux.cy in earnings R 2

ocher income, nec

Gaing on sales of liquids and gachering assacs - 102 90 ‘

IBIT before icems impacting compa:a.b:l.lz. 351

F-100

Ocher = - .18
Reported incomae before inceragt and vaxes [$3S1 | [S4e56 sSZ‘}'————,—@
e ————

Net Ravenuas @""’7
Revenurai—fhet of cost~df sales, of Gas !?mlum Group declined (529

willion [(a%] during 1998 and ion((E%7]
the applicable preceding year. Tha dec 1
compared to 1997 was prima.:ily dus to the warmer .
Northern's service cerritory and che reduccion of umizion [
recovered thraugh a regulatory surcharge ac Norchermn. The decrease in
nec reveules in 1297 compared to 1996 was primarily due Co the sale of
nacural gae® ligquids assecs in early 1597 and the turnback of capacicy at
Transweatern, rasulr.i.ng in reduced transporcation revenues beginning in

:V primarily as a result of the reduction of cransitioen
- and lower averhaad costs. Operating expensas declined
[S€ millioe [{TEY] during 1997, primarily due to a reduction of gransicion

costs ar Northern.
Bquity in Zarmiogs ' o
Bquity in earmiogs of unconsolidaced affiliaces dacreased{sg]

million In 1958 afrer increasing million during 1997 as comparad wo
1996. These changes were primarily due co highsr 1597 eaznings from
Ciczus Cozxp. (Cicrus), which holds Enron’s 30% interesc in Florida Gas.
Earnings E;am Cicrus were higher in 1997 dus co a contrace
restructuring.

othey Izu:m, Net
Ocher income, net decreased{Sldmillion{(34%)] in 1938 as compared
to 1997 primavrily as a result of income recognized

in 1997 relazed vo
liguids assecs 3o0ld in 1597. ZIncluded in 1938 were gains of tha million .
recognized from the monecization of an interest in an equicy invesumant,

subscancially offget by charges relacad to licigacion.

Items Impeacting Comparability
Gains of[5102imillion ware recognized in 1397 :clu.:ed co the sales

mron Liquids Pipedine L.P. During 1956, gains of[330] mll;an nla:ad
to the d:.s-pcsicxon oB non-scracas athering

42

AASDTEXDDD49124"

Confidenus



e .y

—t

.Dct-IO-OS 14:04 From=JDRP-NY 3 212-785-7306- T-205 P.18/28 F-100

Porrtland Ganeral. Rasults for Portland General have been included ‘
. in Bnron’s Consolidaced Fimancial Scatemants beginning July 1, 1997. l
Since that dace, Portland General realized IBI?, as follows: '
{(In Millioms) 1928 1897(a)
Revenues $1,198 §746 : ,
Purchased power and fuel 451 389 1
Cperacing sxpenses 9 295 154 |
Depreciacion and amortizacion 183 - 91
Ocher income, uet 19 2 .
Reporced income before interegt and ctaxes S 288 $114 i
TR Repraseats the paciod from July 1. 1937 chiougn Decamber 31, 4997. - .

The 1998 resulcs were impacred by a warmer than normal wincer and
che cransfer of ths majoricy of irs eleccricity wholesale business to ) .
the Enron Wholesale segnent, parcially offser by an increase in sales to
xetail cuscomers.

Statistice for Porrland Gemeral for 1998 and for cthe peried from
July 1 chrough December 31, 1997 are as follows:

1998 1997
Bleccricicy Sales (Thousand Mwh) (a) ‘
Residencial 7.101 3.379
Commercial - 6,781 3.618 .
Induscrial 3,562 3.166 J
Total Recail 17,934 9,163
wholesale 10.869 13,448 )
Total Fleccricity Sales 28,433 32,814 ‘
Rescurce Mix !
Coal 16% 10%
Combuscion Turbine 12 5
Hydro -2 -
Toral Generacion 37 20
firm Purchases sé 74
Secondary Purchases i __ 6
Total Resources 100% 1008
Average Variable Power Cost (Mills/Kwh)im
Generacion ‘ 8.6 8.7
" Pizm Purchases 17.3 ig.9 !
Secondary Purchases 23.6 13.2 ]
Toral Average Variable Power Cost 15.6 17.2 !
Retail Customers (end of period, thousands) 704 - 685

{al Thousand negawact-bours.
{5 Wills (1/10 canc) por kilswant-hour.

utlook

Transporracion and Riscridbucion should continue to provide srable
urnilics and cash flows during 1999, including steady growth ovear 1398
leveals.

Gas Pipeline Group concinues to expand icts pipeline system to
provide pervices to existing customers and new markecs. Florida Gas has
an expansion planngd to provide new capacity of 170 MMcf/d iacto
Southwest Florida by the yeazr 2001 and is evaluacing other expansions te
meet Florida‘s expected scrong growth in gas consumprion., Future
results of Northern Border Pipeline will reflect its 700 Mcf/d
extension of service vo the Chicago markec area. A furthex expansion o
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\ Indiana chrough a 3S-mila, 545 MMcf/d exzension of its pipelime will be
‘ piacad in service in rhe year 2000. Trangwescernt is considering

j expansions teo bring in addivional supplies from the San Juan basin to
Califermia.

Porcland General anticipaces concinuing retail cuscomer growth in ]
one of the fastest growing service cverricories in che U.S. In late -
1997, Porcland General filed a Customer Choice Plan proposal and rata
case with the Oregon Public Utility Commission (ORPUC) which would open
ics service tezritory to compecricion. Under cha proposed Customer
Choice Plan, Porxcland General wauld separace its gensracion business
frow its transmissioa and distribution Businesses and Porcland General
would become a regulated transmigsion and discribution campany fecuszed P
on delivering, but ot selling., elaccricicy. In July 1998, che opgc
graff Iissued irs pogicion, dissgTreeiny with Partland General's proposal
for full customer choice. .

In Januazry 1999, the OPUC issued an order, which is contingent upon
the adoprtion of cercain regulactory changes by the Oregon Legislature.
with recommendations that included allowing small recail cuscomers a
limjced set of oprions including the sbility to continue to purchase
rate-regulated elecrricicy. allowing most commarcial and industrial
usars Co have the aAbiliry to choose their clectricitcy provider and
allowing Porcland Gensral to sell irs coal- and gas-fired gecerxation
plants buc rejeccing Porcland General‘'s request to sell its
hydraslectric assets. Additionally, che order requires Portland
Ganeral, should it choose to adopt OPUC’'s recommendations., to file a aew
race case. Portland General is reviewing the OPUC order. bBuc will not
inplenenc any of the recommandations uncil the changes axe agreed upon
by all parrties. The issue of resczucturing will be furcther addressed by
che 1929 Oregon Legislactura. Porcland Genezal will supgorc legislacion
chac creaces a comprehensive approach vo the elecericity indusctry thac
helps develop a markec chac is truly competicive.

Wholasals Zneoryy Opervations and Sesvicas

Enron’s whaolesale energy apecations and sarvices bugsiness (Earon
Wholesale) operaces in Nerch America. Purope and ocher couhtries.
Activicies are conducted primarily by Znron Capiral & Trade Resources
and Enron Intermacional. Enron Wholesale is cacegorizad into twe
buginess lines: (a) Commodiry Sales and Services and (b) Energy Assects
and Iavestmants. Incegraced energy-related products and services
related to these business lines are offared to wholesale customers in
varying degrees in each of Pnron Wholesale’s markecs.

Enron manages its commodirty and assec porrfalios in orxder wo
maximize value, minimire the associazed risks and provide overall
liquidicy. 1In this process, Buron utilizes poxcfolio and risk
managenent disciplines including cercain hedging transactions co manage
porcions of ics market expasures (coumadicy, incerest race, foreign
currency and squity axposures). EBnror Wholasals from time to time
monecizes its contract portfolios (preduciang cash and cramsferring

counterpagty creadit risk te third parcies) and sells incerescs in
invescnaencs and assecs.

The following table raflacts IBIT for each business line:
(In Millions) 1998 18397 1998

Commodicy Sales and Services S411 $249 $348
Energy Assecs and Invastments | 709 S65 263
Unallocaced expenses (152) {160} {145)

Reported income befors iaterssc. minericy |
incerests and taxes 958 S654 5466
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The following discussion analyzes the concribucions to IBIT for
each business line.

Commodicy Sales and Services. Enxon Wholesale provides reliable
delivery of ensrgy commndities at predictable prices. The commodicy
sales and services operacions includes the purchase, sale, wmarkecing and
delivary of matural gas, elecutricicy. liquids and ocher cosmnditiaes,
restructuring of exiscing long-cerm contraccs and che mamagement of
Enron’s commodicy concract portfolies. In addicion. Emron provides risk
management produccs and services to anergy cuscomers that hedge
wovenents in price and locacion-buagsed price differeanrials. Pnron‘s cisk
mansgenant producets and services are dasigned te provide atabilicy co s
cuscomers in markescs impacted by commodity price volacilitcy. Also
includad in this business is che management of certain operating assets
that directly ralate to this busisess, including domestic incrascace
pipelines and storage facilities.

Enron Wholasale markets and transports a subscancisl quaacity of
energy commadicies as raflected in the following table (including
isacercompany amounts):

1994 1997 159§

Physical Vouimas {BBruesa}l (ax (v
Gas:

Uniced Scaces 7,418 7,654 €,958
Canada 3,486 2,263 1.406
Burope and Octher 1.351 6680 289
12,155 10,577 8,693

Transport Volumes S59 a80 S44
Toctal Gas Velumes 12,714 11,037 9,237
Crude 0il and Liquids 3,570 1.677 1,507
Blecvricicytc 11,024 5.258 1,648

Total Physical Volumes (BBrue/d) 27,308 17.970 12,392

Elecericity Volumes Marksc {Thousand MWh)

Uniced Staces 401.843 191,746 648,150
Europe and Ocher 529 100 -
Total 402,372 191,846 §a,150
Financial Sectlemencs. (Nocional) (EBtues/d) 75,266 49,082 3§,288
{s) B 8 Avician 8 valant pexr 4day.
() Includes chird= crangaccions Ny mnroa Busryy Secvices.
(€) Reprasenca Electricicy Volunas mackeced. convexted co ABcue/d. = .-

The eammings from commodity sales and smervicas operaticas increased
| 65¢lin 1998 a3 compared ro 1997. The change is primarily due co
incigased earmings from arigimations of risk management products and
servicss in Morth America, tucluding contract rescructurings, and
incredged power markecing earunings, where volumes have increaged over
Rarcially offset by fever aoriginatiocns in Europe, lower earmings
to domestic oparating assects and higher expenses.

The Rarnings from commodity sales and services cperacions decreased
[28%]in 1937 as compared to 1996 primarily due to lower damescic gas and
PoOker margdns in 1997 compared with 1996. Alchough volumes were higher
in 1337, graacer seasonal volacility of donastic natural gas pricas
providud .higher margins in 1996. Dawestic liquids markecing accivicy

ey in 1997 compared wich 1996. Thesa decreases weTe
parcially Rffsec by increased aceivity in cthe Puropean markecs relaced

R3 \and pawer concracts. including origindtions withk
dependent power praoducers (IPPs) in 1997. Originacions

ucilicies and™N
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from long-texm comtracts in Norrh America decreased in 1997 fer both
nacural gas and power.

Energy Assecs and Invescnments. Enron Wholesale’s energy assecs and
investments accivities include investments in debt and equity zecurities
of oil and gas producess and other energy-intansive campanias.

Mdirionally, Bnron Whalesale davelops, congtIucts, operates and manages -
a laxge portfolic of energy investmencs such as powar plancs and nactural

gas pipelines. Earnings primarily resulc from changes in che market

value of merchanc investsents held duvring the period, equity earnings

and gaing on sales or rescructurings of enargy invesctmenrs. See Noca &

to the Conscolidated financial Statemencs for a summary of chese

igvestments. :

Earnings from energy assets and investments increased|2ss)
as camparad to 1997 primarily as a result of eammings from the sad
incereacs in the Pusrvo Rico, Turksy, Italy and U.K. power projeces,
from which Bnron realized rthe value created during che development azd
conscruction phases, partially offsec by Sevelopmant costs and decreased
earnings from the management of Euron Wholesale’s merchant investmencs.
Some of these transaccions involved securitizacions in which Baron
recained ceﬂ::;.i.n. interesca associated with thae underlying assecs.

Barnings from enargy sssecs and investmenrs increased{lisefin 1937
conpared with 1996 due primarily va a significanc increase in che markec
value of ics investments. including the positive impact of a changs in
che scrxucture ¢of a& joint vancure invescment, as well as incressed
earnings from originacions and earnings from the sale of interestcs in
U.K. power projects. Also coacribucing co the increase were fees cacned
on projeaccs in che U.K.

Unallocaced Expenses. Mer unallacaced axpenses include renc,
systems expenses and other support group costs.

outlook

nwon ancicipacaes concinued growch in Enron Wholesale during 19389
dus to further expansion inco new praduccs and markets. In che
commodicy sales and services business, volumes are expected to contihue
to increase as Fnron maincaing or increases its market share in the
growing unxsgulated 7.5. power markeat and the Puropean gas and power
aarkecs. Io addition, Enron expects £o benefitc fram opportunitias
relaced o its substantial portfolio of commodity contracts. Enron alse
expeccs to concinue increasad inctegration of financial produccsswith. its
energy commodity portfolic. In tha energy assecs and invastmancs
buginess, Enron will continue to benaefic frem opportunities relaced to
ics snergy invesrtments, including sales or restructurings of appreciated
investuents, and in providing capiral to emergy-intensive customers.
Equicy earnings from operacicns are expected to increase as a rmsulc of
commencement of commarcial cperations of new power hlancs and pipeline
in early 1399 including the larger power project in India,

46

AASDTEX000491251

Configenta



~i0=03 14: ~JORP~
ue 05 From~JDRP-RY 2 212-755~7300 . T-205 P.22/29 F-100

.‘ Ac Decamber 31, 1998, the following intermational projects wess
under couseruccion:

JO—Y |

Tr T AR TR T W AR Ty - R . e--em s Pspimaced

) Commarcial .
Size/Capacicy Operacions Date

fo) EXron bolds varying i(ncercsts in thase Projects.
{b) Yegauwacts.

Barnings from Pnron Wholesale are dapendenc on ths originacion and
complevion of czansactrions, some of which sre individually gignificanc
and vhich are impacted by marker condicions. cthe regulacery aavironmaac
and cuscomer relacionships. Enron Wholasale'’s cransactions have
hiscorically been based on a diverse product portfolic, providing a
ta solid base of earnings. Bnron’s screngchs, including irs sbility to

1 Pipaelineta)
Bolivia/Brazil (Phase I) 1,180 miles 2Q 1999
; Pawex Plancsia)
Cuiaba ~ Brazil (Fhase I) 150 MW 1Q 199%
Dabhol - India (Fhasa X) 826 MW 10 1885 ;.
3 Piri - Guam 80 Mw 10 1899
Suctan Bridge - O.K. 790 MW 1Q 19%%
Trakya ~ Turkey 478 MH 1Q 1998 -
Coxinto — Nicaragua 71 X4 2Q 1999 ]
i BcoElecerica - Puerto Rico - 507 MW 3Q 1939 B
Nowa Sarzyna - Poland 116 MW 4Q 1999
Saylux -~ Yualy 551 MW 1Q 2000

{dentify and respond to cusvomer useds, access to extensive physical
sssecs and ics incvegrated approach to meeting cuscomers neads, are
imporrant drivers of the expeccted continued earnings growrh. In
addicion. significanr earnings are expecred from Enroa Wholesale’'s
compodicy porcfolio and invescmeats, which are subjecc o market
fluctuacions. External facrtors. such a3z che amount of velacility in
market prices., impact the earnings opporrunity associated with Saron
wholesale‘s business. Risk related £o chese activicies iy managed using
naturally cffsecting cransaccions and hedge cransaccions., The
effoctiveness of Bnron‘s risk management accivicies can have a material
impact on future earnings. See *Pinancial Risk Management” for a
discussion of marker risk relaced to Enron Wholesals.

Retall Znexgy Sesvices
Enron Enecgy Services (Pnergy Services), formed i{n lace 1928, is
excending Enron’s snergy expercise to end-use husiness customers. This
iacludes sales of natural gas, electricicy and ocurcsourcing energy
managemeat services directly te cammarcial and industrial customers.
Energy Services reported losses befgre imrerest, minority interests and
wmillion in 1998 and[$107]million in 1997 related to
significant invescments in building 5 sales and gervice capabilicies,
. - develeping produces and aervices, estabdlishing a suppert aystem To
s;?ric' ics coamracts and supporcing Enary esvices’ regulacory !
effores.

2 significant sumber of |
e ravenues and margins. Energy
a| 57%! increase from

During 19968, margy Sexvices comps
cransacrions which will provide
Services revenues totaled

- 1997.
j‘ are sold approximacely 7% of its ownership of {
icai 15130 million, to defray startup coscts and establish
a valuacion for this new business. The transaction resulced in an |
J afrer-cax gain off{861] million, which has been reflected in Corporace and

&7
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Octher. This sale of Energy Services ownership reflected a total
. enterprise valua of S1.9 billion. Since chat ctime, significant new
cuscomers and long-term contracts have bean obrained.

oucloak

During 1999, Buron anticipaces continued growch in the demand foz
enexgy outsourcing solurions. Energy Services will focus on delivering
chese services to its existing cuscomers, while continuing ro expand ics
coamercial and induscrial customer bass for tocal energy outsowrcing.
Pnergy Services also plansg to continue intagrating its service deliverxy
capabiliciaa, focusing on tha development of bestc practices, nation-wide
procurement opporrunitiag, efficieat use of capiral and centralized
decision making. Energy Services expects reduced losses in 1999.

PRI S SV B R |

“

Corporate and Other
Corporace and Orher includes results of Azurix Corp.. which
provides water and wasrewater services, Enron Commsunicacions, Inc.
(ECT), which is building a sacional Incarnec-prococol £iber-optic
. network to deliver hLigh comtent media to business customers, Enron
- ' Repewable Energy Corp. (EREC)., EBOTT BEnergy Corp. (EOTT) and the
operacions of Enron‘s metbanol and MTEE plants. Significant components
of IBIT are as follows: .

'l |

o WA il

(In xilli;i'ns) 1998 1397 1596
IBIT before items impacting cemparability 5 7 s (31) Ls_(22) | AS
Itams impaccing cooparabilicy:
Gain on sale of 7% of Enron Enexgy
! o Servicaes zhares - (31 -
Gains on sales of Enroa Oil & Gas
Company stock 22 - 178

Charge ro reflect losses on contracced 1
MT8E produccion (61) (100) -

» Charge to reflect impact of amanded -4
J~Block gas comntrace - (675} =
3 Reserve for qualified facilitiez disposicion - - {83

Miscellaneous reserves and ocher izems - ~ | 25)
Reported income before incerast and taxes $(32) S(745) S 48

Results in 1998 were favorably irmpacted by increased earnings
relacsd to ECI from the sale of capacity om its fiber-optic network and
jncresses in the market value of certain corporace-managed financial
instrumencs. parvially offsec by higher coxporate expenses. -

Rah. L

During 1998, Enron recognizad a pre-tax gain offsiz]million on the

delivery of 10.5 willion shares of EOG stock held by Enxon gs repaymenc
: of mandatorily exchangeadble debc. Enron also recorded afs6l million
} charge to reflect losses en contracted NTEE productien.

During 1997, Pnron recorded a non-racurriag charge of[$675 fmiliion,
primarily reflecting the impact of Ruron’s amended J-Block gas contra
in che U.K, an million charge primarily o reflect lossas on
contracced MTBE production. In 1996, a gain of B17almillion was
recognized, primarily relaced to the sale of i anding

} shares of EOG stuock held by Enron. The 1996 ¢ anf583]

s million raserve relaced to che rzequired dispaesi 1 .
ccmecci'-cn wich the merger with Portland General.

3‘ Inverest and Relaved Charges, Nec

Innerest and relatad charges, nec of interesc capiralized,
increased 51a9imillion in 1998 and[$127]million in 1997. The increase
.-J in 1998 as cohpared to 1897 was _petRdrily B result of higher debt
48
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e:qendx:u.zas and investments. The 1918 inCarest ¢xpenrse also geflects
the impact of rwelve monchs of iarerest expense on debt related to the
wmerger with Fortland General. The 139 increase was primarily due To
h;gbe: debe levels., including debr. of

98 a8 a resulr of cha counencamc of coastruction o
several power projoe:s.

pividends on Company-Obligated Preferred Securities of Subsidiaries ‘
Dividends on company-cbligated preferred securitias of subsidiaries
Ny 1ion in 1996 to|[S89] mlliou 99? and to [ﬁl‘

million of addicional preferred—sa
1996 and 1997, respectively. ompany-oilig
subsidiaries also increased by |$23imillion
portland Generasl.

Minority Intacrests
Minory : nm million in 1998 comparad col[$80lmillion
1 5 Minoricy interascs in 1998 include BOG
dividends on preferred svock issued in
comection with che Dum: an Enron-~concrolled joint venturxe in
lace 1997. See Note 8 - spolidaced Financial Scatements.
Minoricy interests in 1997 and 1998 celate to EOG and BEnron Global Pewer
& Pipelines, L.L.C. (EPP) uncilZardn’s acquisicion of che EPP minoricy
incerest in Neovember 1997.

and the ainoricy oW

Income Tax Expeuss
Iacomg tax expense increased in 1998 as compared ro 1997 primarily

as a resulc of increased earnings. parcially offsec by differences

batween the book and tax basis of cerrain assecs and svock sales.

Incoma Tax expense decreased for 13997 as compared to 1996 primarily
as & result of precax losses due toe the non-racurring charges for che
rFestucturing of Enron’s J-Block countract and for losses on contracted
NTBE productien. Yn additiem, the 1997 cax provision was yeduced for
diétc:ences becween the bock and rax basis of certain asaecs and stock
sales.

Sl e el G I MGE i ] iid ey

[
| S

YEAR 2000 - -

s

The Year 2000 problem results £rom the use in couoputer hardware and
sofrwara of two digits racher than four digits to define the applicadle
year. The uge of two digits was 8 common practice for decades when
CONpuULer stOrage and processing was muich more expensive rhan voday.
When computer syastess must process daces both haefore and after January
1, 2000, cwo-digic year °“fialds‘ may creacte procassing ambiguities that
can cause errorg and system failures. FPFor exanple, compucer programs
chat have dace-gensitive fearures may racognize a daca represenced by
007 as the year 1500, ingcead of 2000. These errors or failures may
have limiced effects, or thes effacts muy be widespread, depending on tha
compurer chip. syscem or software. and its location and funcrion.

- .'“

incerdegendsnce of compucer and telecommunicacions syscems in the Uniced

Srates and Chroughout the world. This interdependence certainly is true

for Enron and Enron‘s suppliers, :rading partaexrs, and customaers. as

g:li as for govermments of countxies around tha warld where Enran does
S10838S .

i.‘i The affects of che Year 2000 problem =re exacerbated because of the
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taron has a plan to deal with the Year 2000 challenge and believes that
ic will be able to achieve substantial Year 2000 readiness wich respect to che
mission eritical aystems that it concrols. However, from a forward-looking
perspective, the extent and magnivuds of the Year 2000 problem as it will
affect Bnron, borh before and for some period afrar January 1, 2000, are
difficult co predict or quancify for a mumber of reasans. Among these are:
the difficulcy of locacing “embedded” chips that may be in a great variety of
migsion-critical hardware used for process or flow control, environmental,
transporcatiaon, access, communications and cther syscems: the difficulry of
inventeorying, assessing, remediacing, verifying and resting Ourside Systemd;
£he difficulty in locacing all mission-critical softwara (canputer code)
inrezrnal to Exnron thar is not Year 2000 compatible; and the ypavailabilitvy of
cercain necessary internsl or external resources, including but not limiced to
trained hardwaze und goftware engineerg, technicians, and other persoanel ro
pecform adequate remadiacion, verificacion and tesring of mission-cricical -
BEwron systems or Outside Systems. Accordingly, there can be na asaurance that
all of Buron’s gystems and all Qucside Systems will be adequacely ramediated
so that they are Year 2000 ready by January 1, 2000, or by seme esgrlier dace,
50 a8 NOt TO create A material disruption to Enron’s businass. - If, despice
Pnron’s reasonable efforcs under its Yeaxr 2000 Plan, chere are missicn-
ericical Year 2000-related fajilures cthatc creasce subscancial disxupcions to
Enron’s business, che adverse impact on Enrol’s businass could be matexial.
Addicionally, while Brron's Year 2000 costs are not expacrted to be material,
such cagrd are difficult to estimate accuracely because of unanvicipaced
vendor delays, technical difficulties, the impact of cests of Ourside Systems
and similar events. Moxeover, tha estimated costs of implemencing the Plan do
not take inco account the coscs, if any, that mighc be incurred as a regult of
‘lgu 2000-ralaced failuras that occur degpics Baron’'s implementation af the
Plan.

NEW ACCOTWITUG PRONOUNCRMENTS

on April 3., 1998. the AIC
*Reporring on the Caosts of S

igsued Stacement of Posicion 98~5 (SOP 98-5),
£-Up Accivities,” which requires that costs for
all svarr-up aceivities organizaction costs be expensed as incurred and not
capitalized in carvain i ances, as had previously bean allowsd. SOP 98-5 i3
sffeccive for financial dratements for fiscal years baginning afrer 1998 and
inivial adoprion i3 reguired to be reflected as a cumilative effecc of
accounting change. chough Enron coutinues to avaluace the impact of
adopeing SOP 38-5, [t expects to recognize an.afrar-cax charge of
approxinacely[$130Imillion in the first quaxter of 1999 related primarily to
differences in timing of commencement of capitalization of project development
costs compared ro Enren's current policy. This charge will de raflected nec
of tax as a geparate line item iz Pnron‘’s Consolidated Incoms Statemenc.

In June 1938, che Pinaancial Accounting Standards Board i3sued Stactament
of Financial Accouncing scandards (SPAS) No. 133, “Accounting for Derivative
Instruments and Hedging Astivicies.® SPAS No. 133 escablishes accouncing and
reporting standards requiring that gvery derivarive inscrument (including
certain derivative inscrumencs embedded in other contracta) be recorded on the
balance sheet as either an assec or liability measured ar its fair value. The
Scacement Zequires chac changes in the derivative's fair value be recognized
currently in sarnings unless specific hedge accounting criveris are mac.
Special accounting for qualifying hedges allews a derivacive's gains and
losses to offset related resulrs on the hedged item in the income statement,
and requires Tthat a company must formally document, designace and assess the
effecciveness of transactions chat receive hedge accouncing.

SFAS No. 133 ig effective for fiscal yvears beginning afvey June 15, 1999.
A company may also implement the Sracement as of the begimning of any fiscal
quarter after iseuance. however, SPAS No. 133 cannot be spplied recreaccively.

S§
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Enron has not yet decermined the timing of adoption of SFAS No. 133. ZEnron k
believes that SFAS No. 133 will not have a material inmpact on its accounting

for price risk management acrtivicies bet has vot yer quantified the effect on
ivs hedging activities or physical base contracts.

In Decamber 1998, the Bmesging Issues Task Force reached consansus on
Isgue No. 98~10, “Accouncing for Concracts involved in Energy Trading and Risk
Managenent Activities” (RITF 98-10). EITP 98-10 is effective for flacal years
beginning after December 15, 1998 and requires energy ctrading contracts to be
recorded ac faiy value on the balance sheec, with che changes in fair value
included in earnings. The effect of inicial applicacion of EITP 98-10 will be
reported as a cumulacive effect of a change in accounting principle. Because
Baron currently records its rrading activicies at fair value, management
balisves that che adopcion of BITP 58~10 will not have a materially adverse °
impacr an its f£inancial position or vesults of operacions.

FRAANCIAL Coxnr?IoN

]
|
]
]
]
]
]
I
I

Canhk ¥Tlows

{In Milliong) 1998 1857 1998

Cash pzavxdod by (u.ta in):
Operating activicies s 1,640 § 211 §$ 834
Investing acrivicies {3.965) (2,146) (1,074)
Pimci.ngraccivicies 2,266 1,849 kkpi
Net cash provided by operating activities increased (51,423 }wiilian in

1998, reflecting positive operacing cash flow from Earon‘s majoxr business
segmancg other than Retail Enexgy Services, which conrinued investing in its
nevw business. Operating caal flew in 1998 also included proceeds from sales
of interests in energy-related financial assets and cash from ciming and ocher
changes related to Enron‘s commodicy portfolio. WNew invesszmencs in mesrchanc/
assecs and investments tocaling{$721jmillion paz:inlly offset these increagés.

See Note 4 to the Cousolidaced Pinancial st mcs. The decyease of BE73
n.iu:.en in 1997 was primarily a resulc of a cash pewmment of [S4d0lmillion made
n connection with the resolucion ¢of the J—Block gas convrack.
ue: cash uged in :mveazmq activicies primarily reflacts :.nc:ea:e
pditures and equity :.uve-cnant:u, wlu.ch total {$3. 564/ BT IT @
EM-» llion in 1997 and(s1. 483} i -5 - _';s_-_-_—-—_..-'
-,\. ituses and Equity Invescmencs” be'.'.ow. Earcu - [T thest

Ash were procesds from the sales o otaling [$23¥ million in-X998.
[1.'&] mi ian in 1997 and B37Tmillion in 1996. These procaeds were-primarily
Qles of liquids assers in 1997 and from che sales of [TX] million
shares of ENG cammon afock held by Pnren and non~stracegic gathaering and

intereat in a subsidiary (see Note 8 £o the Consol d Pinarxsia
Stacements), parctially offset by payrents of I i NS .
provided by financing activitias in 1997 was m:a.:

1 S1.674\nillion of short- and long-texm dabp é

secUritins by subsidiary companies and[3555|mi L:.ou of subgidiary equicy
Note 8 ro'che Consolidated Pisancial Scatamyncs). These inflows were
partially olfset by paymencs of [S354) -

nillion for
during 1996 -

subsidiayy cxapa:u.a
] Cash oucflowsy in 1996
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At Depeémber 31, 1998, Enron had a working capital deficic of {§174|
Paxen has credit facilivies in place co fund working capical
wents. Ac December 31, 1998, those credit lines provided for up to

%3 .4] billion of committed and uncormitted creditc, of whichrg'u mLilion

cuctstanding at December 31, 1998. Carcain of the crediv agreemencs contain
prefunding covemants. Howauer, SuUCh COVEnants are not expected to restrict
Envron's access to funds uandar these agreements. In addicien, Enron sells
cammercial paper and has agreements to sell ctrade accouncs receivable. thus
providing financing co meet seasonal working capital nieeds. Management
heliewes cthat the sources of funding described above are sufficient to meec
sbort- and long-term liquidity needs not met by cash flows from operacions. ,
Ccapital Bxpenditures and Equity Investmests

Capical ependitures by oparating segment are as follows:

1999

(In Millioms) Escimace 1998 1897 1996 ,
BExploration and Production(a) § 55Q $ 630 S 626 §540
Transportation and Distribucioa 310 310 337 175
Wholesnls Enazzy Operations and Sarxvices 410 706 318 136 |
Racail Bnergy Services 40 15 36 -
Corporate and Ocher 300 124 75 p ]

Total 51,610 s1,908 §1,392 3864 @
(a) Excludes exploracion expensas of $70 million (escimace), i

®illion for 1993, 1998, 1997 and 1934, respectively.

axpemh.:n:es in Bxploration and Production were p:inr
acquisicion of producing properties in the Gulf of Mexico, a.nd Barer win
expanditures increased primarily related to domescic and incernaciomal powe.r
plant constiuction.- Duxring 1997, increased expendicures in Bxploracion and
Produccion raflect incressed developmant ependicures in che Unired Scates and
increasad property acquisicions in Canada. Transporcation and Discribucion
expendictures increased due to expansion projects by the incerstate natural gas
pipelines. Included in Fnron Wholesale wers send-or-pay paymencs tocaling
miltt:n in 1998 and mellion. in 1997 relaced o & cransportation agraenen
in U.K.

Cash used for equity investmencs by cthe operating segments is as follows:

1959
(In Millions) Egcimace 1998 29397 1996
Bxploracion and Produccion $ 8o S - s -
Transportacion and Discriducion 120 a7 3 -
Wholesala Znergy Operacions and Services 6ao
Revail Energy Servicaes 210
Corporate and Other 120

Total 1,130

EQuity investments increased in 1998 as compared to 1997 primarily due to
cthe acqQuisicions of EBlektro and Wessex, net of praceeds from transactions
reducing Enron’s incteraest in these invescmants. See Nore 9 to the
Consolidatied Financial Stacaments.

The level of spending for capital expenditures and equiry invescmeacs
will vary depending upon conditions in che energy markacs, relaced economic
condicions and identified opporcuniries. Managemenc expects chat the capieal

s7
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spending program will be funded by a combination of incernally generated
funds, proceeds from dispositions of selected assecs, short- and long-term
borzowings and proceeds from the sale of common stack in February 1999.

\

QPITALIZATION

Total capitalizacion.a Tes 1517, 5] billion. Debt as a
percantage of cotal &2 i atC December 31, 1398 as
compared to decrease primavily reflecrs the
issuance dyr shares of common stock and

Bnron is a party to certain financial ¢oncracts which concain provisions
for early settlement in tha event of a sigunificant market price decline in
which Enron‘s common stock falls below certain levels (prices rangiag from §15
to $37.84 per share) or if the credic rarings for Encon’s unsecured. seanior
leng-cerm debt obligations fall belew investment grade. Tha impact of chis
aarly secclement could include the issuance of additional shares of Enron
compon steck.

Enron’s senior unsecured long-term debt is currently rated BBB+ by
Scandard & Poger’s Corparation and Bas2 by Moody's Invescor Services. EBEnron’'s
- continued investment grade scacus is crirtical to tha succass of ice whoelacala
businesses as wall as ics ability to maintain adequace ligquidicy. Euron‘s
panagenent believes it will be abla co maincain or improve its credit xacing.

3.13.8Imillion shares of common stock in a
RAtety43 .8 million shares of common stock in
ii I conngction wich che acguisition of cervain assecs.

Enron has investments in encirties whose functional curreacy is
denominaced in Brazilian Reals. Subsequent to Decenber 31, 1398 che exchange
rate for Brazilian Reals to cthe U.S. dellar has declined. As a result, Baron
ancicipaces recording a mon-cash foreign currency translaction adjustment,
reducipg shareholders’ eguity, in rhe first quazrter of 1999. Based on rhe
exchange rate in mid-February. cthe equity reduction would be approximacely

[(ZE80] millien.

Itam 7A. PINANCIAL RISK MANAGRMENT

Bnron Wholesale offers price risk management gervices primarily related
to commodicies associated with the energy sector (nacural gas, crude oil,
nactural gas liquids and elecctricicyl. Thesa sezvices are provided.through a
variecy of financial inscruments including forward conetzracts, which may
involve physical delivery of an amergy commodicy, swap agreements, which may
require paymencs ce (or recalpt of paymencs from) councerparcies based on the
differencial between 3 fixed and variable price for the commodicy, options and
ochar cemntractual arrangements. Iaverest rate risks and foreign currency risks
associated with the fair value of its energy commodities portfolio are managed
in this segmenc using & variecy of financial inscrumencs, including financial
fucures, swaps and options.

Las ol Saews L. Wil Guam tm G G el ] veewsl b

In order to mirigate the risk associaced with itvs merchant investmancs,
. Enron actively manages tha systemacic or markat risks inherent in che
i investaents. Using various analytical mechods, Enron genaxally disaggregares
i and manages the equity index, incerssc race and commedity risks embedded in
- the invescmencs, leaving the specific asset or idiosyncracic risk which is
] ‘ . diversified among the ianvestments.

Enron’s other businesses also enter ince foywards, swaps and other |
concraces primarily for the purpose of hedging cthe impect of mazrket
J fluctuations on assecs, liabilities, production or other concractual

S8
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Toral rxenc expense incurred during 1998, 1927 and 1996 was $147 million.
5156 million and $149 million, respectively.

Enron guarazncees cercain long-~term contracts for the sale of alectrical
power and sream from a cogeneration facilitcy owned by cone of Enron‘s eguity
investees. Under terms of che comtraces, which iniclally extend chrough June
1999, BEnvon could be liable for penalties should, under certain condicioms,
the concracts be terminated early. EBnron also guarantees the pexformance of
certain of ics unconsslidated affiliaces in connection with lectters of credic
issued on behalf of those uncomsolidated affiliaces. Ar Decembexr 31, 1998, a
total of 5209 million of such guarantees were outstanding, including 544
million on behalf of BOTT. Ia addicion, Baron is a guarantor on cerxcain
liabilicies of uncensolidaced affiliazes and other companies tataling
approximately $755 millien, including $366 million relarted to EOTT trade
obligations. The BOTT letters of credic and guarantees of trade cobligations
aze secured by the assers of EOTT. Bnrcn has also guarancesd $453 million in
lease obligations for which it has been indexnified by an “Investment Grade<
company. Kanagement does nor consider it liksly thac Bnron would be regquired
ro perform or otharwise incur any losses agsociaced wirh the above guarancees.
In addicion, cercain commitments have been made related to 1299 planned
capical expendicures aad equity investmenca.

16 QUARTERLY FINANCIAL DATA (Unaudited)

Summarized quarterly financial daca iz as follows:

F-100

(In Millions, Excepc Firsc Second hird Pouxth Tocal l

Per Share Amouncs) Quartrar Quarcer Quarcex, Quagtar Year .
L y &

1998 L

Revenueas 5,682 $6.557 $11,320 $7,701 §31,260 !

Income befare
interest, minoriry

interests and incoma taxed 471 348 405 361 . 1,582
Nec income 214 148 168 176 703
Earnings per share: ;
Basic s 0.63 50.4¢ 5 0.5 so.52| s 2.24m| |
Dilured 0.65 0.42 0.47 0.49 2.03¢2)
1997 ) '
Revenues FS,!G‘ §$3.,251 $ 5,806 $5,872 §20,273
Income (loes) bafore
incexesc, minoricy
incerests and inceme taxed 429 (548) 311 373 565
Net income (loas) . 222 {420) 134 169 105

Barnings (losa) per share:
Basic
Diluted

§(1.71)
1.71

total year dus CA ChANges in the Average mmber of copmon shares ougstanding. /Mdicichally.
cextain lvems 1n the diluted sarnibgs per shars computaticn wess safidilutiva the =
Quarter and cotal yesr 1997.

P-34

$ 0.55 § 032w l
Q.53 Q.32(a1]
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I REVENDES BY BUSINESS SEQENT
.l The following table presencs revenues for each business segment (in
millians):
j Year Ended December 31, -
: 1998 1997 1936
Exploraction and Praduction
) Natuxal Gas and Other Eroducts
- OUpaffiliaced B § [328 . S ;‘q $ ggg )
- Iaterse [ ] .
J en ~Jda Se3 817
H other Revenues )
Onaffiliated D §§ (éi) (gg) .
Incerse ne .
a e T @ {asl v )
TOTAL ‘ : ’ I884: 897 8§24
' r:w;mzv;atéan and Dis\:z:ibu:‘iion @\lm _
Natural Gas and Other Products —-—-{
I Unagfiliacad 16 ! [ l:
Incerse ne b~ - ks
erasaEe . TG 18 i3 !
Electricity - n
{', R naffiliaced - : 1,13 B 712 -
Intersegment - - hast
D 1,137 712 -
Transporcacion ———
i Onaffiliated Etz Gig 6:15’
Int 3 ]
ntersegmen -t e )
other Reveanues @ Panae
Unaffilizved Sisi li. 9 %
aterse c has
Zatezsegmen M Te6 s 3
‘l'——_...:v
J TOTAL [1.849 1.al§ 7zﬂ———-@
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T Year Ended PDecember 31,
-" 1928 1947 1986
!  FRholesale Enerqy Operations and Services %
Nacural Gas and Qther Praducts -
} Onaffiliaced $11,916 $11,778 sia, 03’,3
ncerse ne 339 4
£ e 12,313 17, 10, 430
Electricity p
.1 Unaffiliated 12,71% j4,3']6
terse nt = hoed
rnee gae 12.714 4,378
Transportatian
g Tnaffiltated = 3
Intessagment
\T 15
; Qther Revenues .
3 Osaffiliaved 2, igg 1, 1;‘1
Iru:ersegu o4 3
" —)%.,684 1,258
I TQTAL T @—‘-Y 27,725 18,022
Recalil Enexgy Services’
Nacural das and Other Products
Onaffiliaced 6L6 6(; Sig
In -3 - .
I Fersegmen 5Te 851 —— %218
Electricity S ——
Unaf€iliaced ( : ) .3‘ { -

Incersegmanc @
Other Revenues .

TOTAL

Coxporats and Quher
Natural Gas and Other Products

Onaffiliatad

Interseqmentc

Eleccricicy
Cnaffiliated
intersesgment

Other Revenues
Unaffiliated
Intexsegment

TOTAL

Intersegnent Eliminaticus

3 Total Revenues

Y T =
Rt o—=—= |
372 VE '
5

1,972

?
) p=mx:

@ 3 12,

382 ‘
(28) |

43

1¢

-

:M——zﬁi

516 S5 14
(7186} (802) (106)

s31_260 $20,273 $13,289
25
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1 .
1 Drilling and Acquisition Activities

During each of the years ended December 31, 1998, 1937 ana 19396, EOG spent

[$693) million and [3539)million, respectively, for exploratory
acquisition o eases and preducing propemes. £06
drilled, participabg g
- for the periods ind3]

Year Ended Decamber 31,

1998 1997 1596
:‘; Gross Net Gross Net Grogs Ner
Davelopment Wells Completed
dNorth America
: Gas 478 402.80 467 352.90 396 325.048
- oil 38 34.96 94 74.85 80 §7.46
Dxy 719 62.16 101 80.01 80 68.77
- Toral 535 W89.9¢ 662  507.76 55¢ - 4sr.ET
J Outside North America
- Gas - - 12 3.60 - -
oil 21 6.30 § 1.80 1 0.30
bry —_ ——= —_ = = z -
] Total 21 __6.30 _18 5.40 1 6.30
Total Development 816 506.24 §80 51376 857  451.57
Exploratory Wells Completed
' Hoseh America
Gus - S 4.40 8 5.12 14 10.368
oil 6 5.5%0 - - 1 0.78
Oy 22 15.70 12 7.53 26 19.00
l Total 33 T25.80 20 T12.8% [} 30.14
mtsxde Noxth America
1 1.00 - - - -
I O-Ll 1 0.90 - - - - l
= - - - 1 0.50
a N ‘rocal _2 1.90 - - 1 0.50
Toral Exploratory 35 21.50 24 12.65 a2 30.64
Toral 651 533.;4 o4 Bl EET ""4az.a'z'§ '
Wells i Progress at End of Period 28 15.73 44 36.39 87 61,
Total 3 37 T4 Sa>.20 686 543.29
Wells Acquived 8§38 Saag? <43 2352:29 1T
5 Gas 333 317.23 227 §2.45* 350 148.20%
) o1l o o l:107 _48  _20.50+ s 0.6
Total 353 31899 Zas ~q 338 14885

©  Includes acquisition of 3dditional interests in certain wells in which EOG
Praviously held an inceresc.

All of EOG's grilling activities are conducted on 2 contract basis wich
independent drilling contractors. EOG owns no drilling equipmant.

| B
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3 Trojan Investmeat Recsvery. In sarly 1993, PGE ceased commercial operacion of
_} Trojan. Ip April 1996 a circuit court juage in Marion County, Oregon found that the

OPUC could no€ authorize PGE to collect A ISEUFN ON its undepreciatea ipvescment in
Trojan, contradicting a November 1994 ruling from the same court. The ruling was the
7 result of an appeal of PGE’s 1995 gerieral rate order which granted PGE recovery of, and
a return on, 87% of its remaining investment in Trojan. The 1994 ruling was appealed
to the Oregon Court of Appeals and scayed pending the appeal of the OPOC’s March 1985
- order.’ Both PGE and the OPUC have separately appealed the April 1896 ruling, which
’ appeals were combined with the appeal of the Hovember 1934 yuling at the Oregon Courc
of Appeals. On June 24, 1998, the Court of Appeals of the State of Oregon ruled chat

the OPUC does not have the authority to allow PGE To recever a rate of return on its

i} undepreciated investment in the Trojan generating facilicy. The court upheld the-

OPOC’'s authorizarion of PGE’s recovery of its undepreciared investment in Trojan.

PGE has filed a petition for review wirh the Oregon Supreme Couzrt. The OFUC has

also filed such a petition for review. In addition, on Augusr 26, 1998, the Urilicy

- Reform Project f£iled a Petivion for Review with the Oreqom Supreme Court seeking review
of that portion of the Oregon Court of RAppeals decision relating to PGE’s recovery of

- irts undepreciated fnvestment in Trojan. Enroa cannot predict the outcome of these
j actions. Additionally, due to uncerrainties in the regulatory process, management
= cannot predict, with certainty, what ultimare rate-making action the OPUC will cake
zregarding PGE’'s recovery of a rate of return on its Trojan iaveswment. Although no
assurances can be given, Earon belleves that the ultimate rasolution of these matters
will not have a material adverse effect on its financial pesition or results of
operations. .

Invizonmental Mattars. Earon is subject to extensive federal, scate and local
g snvizenwental lawe and regulations. These laws and regulations require expenditures in
connecrian with the construction of new facilitias, the operarion of existing
faciliries and for remediarion at various operating sites. The implementation of the
Clean Adir Act Amencments 13 expected To resulf in incresased operating expenses. These
increased operating expensez are not expected TO have a materially aaverse effect an
Enron’'s financial position or results of cperations.
r. The EPR has informed Enron that it is A potentially responsible party at the
. Decorah Former Manufacrured Gas Plant Site (che Decorah Site) in Decorad, Iowa,
pursuant to tThe provisions of CERCLA. The manufactured gas plant in Decorah ceased
operations in 13951. A predecessor company of Enron purchased the Decorah Site in 1963.
Enron’s predecesaer did not operate the gas plant ana sold the Decorah Site in 1965.
The EPA alleges that hazardous aubstances were released ta thes environmant during the
psriod in wh!..ch Enron’s predecessor owned the site, and cthar Enron’s predecsssor
assumed tne liabilities of the company that operated the plant. Enron contests thase
a a,.}leqanans. To dace, the EPA has identified no other potentially responsihle parties
with respect to this 3ice. Enron haa entered into 3 consent order with the EFA by
which it has agreed, although admizting no liabilicy, to replace affected topsoll and
- remove impacted subsurface soils 4in certaln areas of the tracr where the plant was
} formerly located. Enron ceampleted the final zemoval actions ar the site in Naovember
- 1998, and expects to conclude all remaining site activicies

the gpring of '1999. In

1998 on’s expenses related to the Decorah Site weza3$300,000 las comparea with
EA~-1927. Enron believes that expenses incuceed in connection with this matrer

3 will not have 3 LXTETAll 8 ts fipancial position or results of
operations. :

By order dated June 27, 1995, tRe—florida Departmant of Environmental Protection
approved a remedial action plan for the Enron Gas Processing Company Brooker Plant in
Bradrord County, Florida. Soil and growciwatar at the plant site had been impacred by

. historical releases of hydrocarbons from the now inective liquids extraction planc.

) Site remedial work commenced in 1996 and ix expectad to contious for several years at a
total cost of approximately $5 million.

Enron and twe other parties are responsible for the cost of aemolition ard propex
disposal of two llO0-foot towers that apparently had been used in the manufacturs of

. carpon dioxide at a site called the “City Bumper Site” in Cincinnaci, Onjo. The carbon

- agioxide plant, accorzding to agency docaments, was in operation from 1926 to 1966,
3 Houston Narural Gas Corporation, a predecessor of Earon Corp., merged with Liquid
- Carbonic Industries (ILCI) on January 31, 1969. Liquia Carbomic Corporatien (LEC), a
subsidiary of ICY, had tirle to the site. Twenty-eight days after the merger, on

j 34

. Enron has also received from the EPR an Order issued under CERCLA alleging thar
4
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l February 28, 1569, the site was asold TO a cthird party. In 1984, LCC was sold to an !
vnaffiliared party in a stock sale. Althaugh Enron does not admit liabilirty with
Yespect to any costs at cthis sice, it agreed to cooperate with the EPR and other
potentially responsible parries to undertake the work conctemplated by EPR’s Order. _The
tower demolition and removal activities were completed in October 1598, and a final

e PFOject report has been prepared for gubmigsion to the EFA. In 1998, Enron’s expenses

. related to the City Bumper Site were|$€00,000) Enrop4oes not expect to incur material

expendirures in connection with this site. @
Enron’s natuzal groundwater zemediation

of a number of T6s. In 998, these expenses wer, [31-3\million as cempared

with ) Pnron does Rot expect to incur material expendituras-in
cennecrion with soil ang groundwater remediation.

In aadicion, Enron has received requests for information from the EPA and stare
environmencal agencies inquiring whether Enron has disposed of materials at other waste
disposal sites. Enron has also received requests for contribution from other parties
with respect to the cleanup of other sites. Enron may be raquired to share_ in the
costs of the Cleanup of some of these sites. However, based upon the amounts claimed
and the nature and volume of materisls sent to sites at which Fnron has am intarest,
management does noC believe that any potential costs incurred in connection with these
notices and third party claims, either taken individually er in the aggregate, will
have a material impact on Enron's financial posirion or resules of opezations.

[GECTIPRRI S S Sty

Iven 4. SUBRMISSION OF MATTERS TO A VOIE OF SECURITY HOLDEERS
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PART IX
Ttea S. MARKET FOR THE REGISTRANT'S COMETN EQUITY AND RELATED SHAREBCGLDER MATTERS
Comman Stock

The follewing table indicates the high and low sales prices for the common ateck
of Enron as reported on the MNew York Stock Exchange (cansolidared transactions
reperting System), the principal market in which the securivies are tradsd, and
dividends paid per share for the calendar quarters indicited. The common stock is also
listed for ctrading on the Chicaga Stock Exchangé and the Pacific Stock Exchange, as
well as The London Stock Exchange and Frankfurt Stock Exchangs.

1998 1897

Ea Tow Pivicends Higp Log Divadands
FATST QUATEET--euerre.nn- 5486 s38 w8 | 5.2375 S45 1/8 537 /8 |$.2250
Second Quarter........ S4 3/16 45 9/16 L2375 42 /8 35 s/8 .2250
Third Quarter...ccveuu..- 58 7746 40 s/8 .2375 42 35 .2250
Fourth Quarter........... . S8 3/4 49 172 .2500 41 15/46 35 15716 .2378

Cumulative Second Praferrad Convertible Stock U
The :allouing table indicates the high ang low salsx priceo r The Cumulative Sacond
Preferred Convertible Stock (YSecond Preferred Stock”) of Enr as rrted on. the New
York Stocsk Exchange (consolidated transactions reporting sysfem), principal marker
in which the securities are tradged, and dividends pajc share r the calendar

quarters indicaced. The Second Prefexred Stock 13 alsg/ lisced for rading on the
Chicago Stock Exchange.

1998 1997
iugh Low Drviaends &gn Lna Diviasnada
First Quarter............. 5634 $565 $600 $600 $3.070.7
Second Quarter........ cnen 684 13/16 622 3/4] 3.2424 585 496 3.0717
Third Quarter............ . —— _— 3.2424 540 5§35 3.0717
Fourch Quarter....... v 732% 718 3.4130 523 523 3.2424

At December 31, 1998, there were approzimately 58,598 record holders of common
stock and 209 record holders of Second Preferred Scock. -

Other informaticn required by this itvem is set forth under Item 6 —— “Selected
Financial Pata (Unaudited) - Common Steck Statistica™ for the years 1994-1998.
Racent 8alas of Unragistared Equity Securities

On December 17, 1998, Enron issued in a private placement pursuant to Section
4(2) of the Securities RAct 204,800 shares of its Mandatorily Convertible Resec
Prefaerred Stock, Series A, to Prefercsd Voring Trust, a ,Delaware starutory business
trust, in exchange for all of the beneficial interasts in such trust. On Dccenbez; 2}0,
1998, Enron issued in a private placement pursuant to Sectian 4(2) of the Securities
Act 83,000 shares of its Mandatorily Convertibles Reser Preferred Stock, Series B, To
Aquia Voring Trust, & Delaware statutoxy business trust, in exchange for all of the
beneficial interests in such trust.

36




Oct-10-03

)

Kiid wpem ™™ mpmm e W

Wit L ek W L

Pyl
. !
d

14:12 From=JORP-NY 3
212-755-7306-3 T=206 P 09/256 F~101
Ited 6. SELECTED FINANCIAL DATA (UNANDITED)
1598 1997 1396 19935 1994
Operacing Revenues (millions) $3%1.260 $20.273 $13,289 § 9,189 s 8.98_4
Tocal Assets (millions) 529,350 $22.552 $16,137 513,239 11.966
Common Stock Statistics
Incoma from continuing opezacio
Toeal (millions) $703 S105 5584 §520 . 5453
Fer share -~ basic 32.1¢ $Q.32 $2.31 ' §2.07 $1.80
Pex ghare - diluted §2.02 $0.32 $2.16 51.94 $1.70
Barnings on compon stock .
Tocal (millions) $688 S 88 $568 $504 ' $438
Pexr share - dasic $2.14 §0.32 §2.31 $2.07 $1.80
Per share - diluced $0.32 $2.16 $1.94 $1.70
Dividends
Toeal (millions) $243 $212 208 92
Pax ahare $0.91  50.86 §a.81 $0.76
Skares outscanding (millions) A
Actual at vear-end 307 251 245 244
Average for cthe ysar 272 246 244 2437]
capitalizacion (millicns) @‘
Loug-term debc § 7,357 § 6,25¢ $3,349 53,085 52,805
Praferred stock of subsidiary 1.001 993 592 377 377
Minoricy inceresc 2,143 1,147 7585 549 290
Shareholdars’' equicy 7,048 5,618 3.723 3.168 2,880
Tocal capicalization 7,188 22 |
|
[
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(In Millicas)

Earnings available for fixed charges
Income from continuing operations
Less:

Ondiatributed earnings and
losses of less than 50% owned

affiliates
Capitalized interest of
3 nonregulated companies

éixcd charges (a)
Minority interest
Income vax expense

Total
¥  Fixed charges
Interest expense(a)
Rencal expense represenrative of
interest factor

Total

Exhibie 12
ENRON CORP. AND SUBSIDIARIES
Compuration of R3itio of Earnings to
Fixed Chargesa
(Unaudited)

Ysar Ended December 31,
1998 1997 1896 1995 1994
s 703 5105 S 584 $ 520 S 453
{84) 89) (39) (14} 9)
(66) (16) (10) (8) (9)
BQS 674 454 436 497
77 80 75 217 30
204 (65) 297 310 190

1] 36 7
$ 760 §624 § 404 $ 386 9 445
49 50 50 S0 42
$..899 5674 S 454 $ 438 S 7
2.98 1-92 3.00 2,92 2-34

T £io of earnings to fixed charges
{

T=208 P 11/26 F-101

(@) Amounts exclude costs incurred on sales of accouncs receivabdla.

4

0
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PART I. PIMANCIAL INPORMATION - (Continued) '
ITEYM 2. MANAGRMENT'S DISCUSSION AND ANALYEIS OF
PINANCIAL CONDITION AND RESTLTS OF OFERATIONS
ENRON CORP. AND SUESIDIARIRS i
ARSULTS OF OPERATIONS
Pirsc Quarcer 1999
ve. Pirsc Quarter 1998
The following rxeview of Enron‘s resules of operations should be
read in conjunction with tha Consolidated Fipancial Starsmentcs.
REZSULTS OF QPERATIONS
Censalidated Net Income }
Enron’s firsc quarvar 1999 ne ative
effect of accouncing changes, was 15214} million )
in che firsc quartaw of 1998. Bnron’s cperating segments inciude ,
Exploracion and Productien (Enron Oil & Gas Company!. Transpartation and
Distribucion (Gas Pipeline Group and Porrland Genaral), Wholesale Baergy
Operacions and Sexvices (Enron Capital & Trade Rasources and Pnron
Incernacional), Retail Energy Services (Bnron Energy Sesvices) and
Corpoxate and Othex, which includes certain new businegses. In the
first quarcer of 19399, Emron recognized a charge of|silllmillicn (nec of
tax) a3 a cumulacive effact of accounting changes. !
Basic and diluted earnings per share of common stock were us
follows: ,
Pirst arcar
1953 1998
Basic earnings par share:
Before cumulative affect of accounting
changes s 0.73 $ 0.69
Cumulative effect of accounting changes (0.38) - ]
Reported basic earnings per share $.0.35 E 0.69
Diluced earnings per share:
Before cumulacive effect of accouncing
changes S 0.88 § 0.65
Cumulative effecr of accounting changes §0.35) -
Reported diluced earnings per share $.0.33 $.0.85
{
14
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PART Y. PINANCIAL INPORMATION - (Contizued)

ITEM 2. WANAGEMENT'S DISCUSSION AND ANALYSIS OF

212-755-7306-3

PINANCIAL CONDITION AND RESUIYS OF OPERATIONS ~ (Centisgued)

ENRON CORP. AND SUBSIDIARIES

Incama Before Interest, Mimority Intsrests and Income Taxes

The following rable presemts incame bafore incerest, mindricy
incerests and income taxes (IBIT) for each of Enron's operatcing segments

(in millions):

T-206

Firsc Quarrer

_@

1999 1998
Exploration and Production $ 12 $ 43
Transportation and Discribution:
Gas Pipaline Group 126 126
Portland General 92 79_
Wholesale Pnergy Operactions and Services 320 249
Recail Energy Servicaes (31) (27)
Corporate and Other 1ld 1
Income before intarest,
minority incerests and taxes §533 $471

Exploration and Production

Enron‘'s axploration and production operations are conducted by

Enron 0il & Gas Company

EOG) . IBIT of Exploraction and Froductian

tecaled{$12]lmillion and[s5a3]million for cthe firat quarter of 1999 and

1998, reppectively.

amounty) are as follows:

Wellhead volume and pricg scaristics (inecluding intarcompany

Pirst Quarcex

1999 1998
Nactural gas volumes (MMcE/Q) )
Norch Amgrica 781 745
Trinidad 152 109
India 71 47
Total 1,904 0%
Average natural gas prices (S/McE)
North america 1.58 1.93
Trinidad 1.06 1.09
India : 1.96 2.70
Conposite 1.583 1.85
Czude oil/condensate volumes (MBbl/4d) (a)
North America 15.8 15.3
Trinidad 2.8 2.8
India 7.1 4.2
Total 25.7 23.3
Avarage crude oil/condensate prices {$/8bl)
North America 11.38 14.55
Trinidad 9.63 14.03
India 9.79 15.33
Composica 10.76 14.64

(a] Million cublc foet pear day ar chousand bacrels per day, as Applicabls.

is

P.14/28  F=101

AASDTEX00049127
Confident:



© Oct=10-03 14:13 From=JORP-NY 3

@

s At

L

PART I. PINANCIAL INFORMATION - (Contimuaed)

ITEM 2. MANAGEMENT'S DISCUSSION AND AMALYSIS OF
PINANCIAL CONDITION AND RESULTS OF OPERATIONS -~ (Contimuaed)
ENRON CORP. AND SUBSIDTARIES

Porcland Genaral. Stavistics for PGE for ehe firsc quarrter of 1939
and 1998 are as follows:

Pirsc Quarver
1999 1998
Blectricity Sales (Thousand Mwh) (a)
Residencial 2,342 2,07§8
Commercial 1.816 1,654
Tndustrial 1,020 891
Total Retail 8,178 4,621
Wholesale 1.338 3,575
Tatal Blectricicy sales &5l 8,138
Average Rate {(Thousand MWh) (a)
Residential 5.73 5.91
Copmarcial 4.91 5.07
Induscrial 3.49 3.43
Tocal Recail 5.00 9.13
Wholesale .88 1.82
Toctal Sales 4.36 3.68
Resource Mix
Coal 18% 15%
Combustion Turbine 4 7
Bydro 23 _3
Total Generation 35 31
Firm Purchases 47 65
Secondary Purchases 18 _4
Total Resocurces 199% 100%
Average Variable Power Cost (Milla/EWwh) (m
Generation 8.0 7.0
Firm Purchasges 16.7 16.3
Secondaxy Purchasges 15.0 14.2
Total Average Variable Power Casc 15.0 14.4
Rerail Customers (end of period, chousands) 708 668

(a) Thousand megowatc-hours.
(®) dlls (1/10 cene) per kilowacc-hour.

Significant componencs of IBIT are as follows (in millionsaf:

First Quarcer

1988% 19398
Revenues " $299 $320
Purchased power and fuel 100 124
Operacing axpensas B 70 7
Depreciacion and amorcization ﬁ KX
Other income, nec 3
Income before incerestc and taxes 5.92 * ﬁi
Operacing Resuylcs
Revenues and purchased power and fuel cosrs decreased million
and{52dlmillion. respactively, in the firsc quarcer of 1999 as compared
Ca che rirsToquagrer of 1998, primarily as a resultc of che cransfer of
the majericy of peP Qd_General s elecctricicy whplasale bus:.ness co the

Enron Wholesale segment.
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DART x.. PINANCIAL INFORMATION - (Continued)

TTEM 2. MANAGEMENT'S DISCUSSYON AND ANALYSIS OF
PINANCIAL COMDITION AND REBSULTS OF OPERATIONE - {Continued)
ENHON CORP. AND SUBSIDIARIES

Eron Wholesale markecs and transports a subs:am:ial. quantity of
enargy commodities as raflecred in che following rable {including
incercenpany amouncs) :

___Pirsc Quarver

1999 1998
fhysical Volumes (BHcue/d) (a}ib)
Gas:
Oniced Svatces 4,088 7,276
Canada 3,954 2,876
Buropa 1,792 1,125
Other 7 3
14,841 11,278
Transporr Volumes 556 450 !
Total Gas Volumes 15,397 11,728
0il 3,704 1.756
Liquids 580 654
Eleccricieyie) 9. 594 8.262
Toral 23275 22,400
Electricity Volumes Marketed (Thousand Mwh)
uniced Scares 85,962 74.272 '
Eurcpea 297 82
Ocher 87 -
Toral 88,348 74,353
Financial Setclements (Nocional) (BBrue/d) 94,374 §9,.918
(m)} B1llioa British chemmal unirs equivalewat per day.
(b) Includes thicd-pasty Crapsaccions by Baron Edergy Services.
(¢} Repredencs electricity cransaction volumes mariety goavertod o BBrue/d uctlilizing

the {npuc machod.

The earnings from commodity sales. sérvices incresd
the first quarter of 1999 as compargd to che same period of 1998
primarily due ro increased prafise from power and gas markecing
regulcing from a amore than(30%] rmase in valumes as well as favorable
changes in energy and credit markets worldwidas, parcially offset by
highezr expenses.

Pnergy Assets and Investmencs. Enron Wholesale‘s energy assats and
investmants ackivities includa ipvastmencs in debc and equity securicies
of oil and gas producers and ocher enargy-intensive companies.
Addicvionally, Enron Wholesale davelops. constructs, opérates and manages
a layge portfolio of energy invastments such as powar plants and natural
gas pipelines. Parnings primarily result from changes in che marker
value of merchant investments held duriang the period, equity earnings
and gains on sales or rescruccurings of eaergy investmencs.

Parnings from energy assets and invesctments decreased{10%7Tm the
first quarver of 1999 as compared ro the same period in 1998 primarily
as a rasult of decreased earmings from the management of Enron
Wholesale’'s mexchant investmencs, partially offset by higher earnings
£ran; incermacional energy asset operations and increased construction
pxofics.

Unallocacaed Expenges. WNact unallocated expenses such as zent.
systens expenses and ocher support group cosSts increased in 1992 due to
continuad expansion incto new markecs and System upgrades.

20
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PART I. PINANCIAL INVORMATION - (Cemtiaued)

ITEM 2. MANAGEMENT'S DISCUSSTON AND AMALYSIIS OF
PINANCIAL COMDITION AND RESULTS OF OPERATIONS — (Contiaued)
ENRON CORF. AND SUBSIDIARIES

Rataill Energy Services
Enron Energy Services (Energy Sarvices) is extanding BEnron’'s energy
expartise ro end-use customers. This includes sales of natural gas.
electricity and energy nanagement services directly to commarcial and
induscrial customers. Ia the first gquarter of 1999, Energy Saxvices
concinued to make significant progress in expanding ics customer base
and cou:rac:i.ng activicies by executing several significant commodity
and gervices contracts with new customers.- EBnergy Services reported an
operating loss before incerest, minoricy interest and taxas_of}$31
millicn in the firsc quarter of 1999 compared to & loss of{$27|million
in the fivst quazrter of 1998. These results primarily reflécc COsCS
associacted with developing the cogmodity. capital and s
capability to deliver on contractas signed cto date p-—ng

Corporate and Othar @

Corporace and Othar includes results of Azurix v¥
prxovidos Wwater and wastewatrsy gseyvices, Enron C cations, Inc.
({ECT), which delivers high content medi iness custamern, Enrol
Rsnewable Energy Corp. (EREC). erqgy Corp. (BOTT) and the
opearations of Enren's me and ¥TBE planca. Corxporace and Other
Tealized IBIT of|Sl4aldMillion in the first quarter of 1999 compared co|
million for the same period in 1998. The increase is primarily the
result of increased earnings from EREC related to the sale of certain
facilivies.

Intezest and Relaced Charges, 083
Incterast and related ohd gu géc, i3 reported nec of incerest
capicalized of{3513|m on and(sg fmillion for che first chree months of
1999 and 1998, respectively. 1‘!:.-: net expense incraased]|sazimillion in

che firsc Quarter of 1999 as compared co the same pepfod of 1998,
primarily due ro an increase of approximacely $2.1-6illion in daebr,
iacluding approximately 5900 million due to the <onsolidacion of Jacare,
the enticy that holds Earon’s investmenc in Blékrro (see Rote 3 to the
Conselidaced Pinancial Scatemencs).

Minority Interastcs

Minoricy incerasts increased|ssfmillion to million in the £irsc
quarcter of 1599 comparsd to che same period in 1998, primarily due co
the minoricy ownex=’s share of the resules of Jacare prior to the
purchase of addicional shares of Elektro (see Nora 3 €0 the Consolidaced
Pinancial Stacemencs), and the limited partner’s share of earmings
relaced to a parcnership created in December 1398, parcially offset by
decreased nec income from FOG in the £irst quarter of 1999.

Incomn Tax Expease

The projecred effective vax rate for 1999 ig lower than the
staturory rate mainly due to equity earnings and differences between the
book and tax basis of certain assets and stock sales. In addicion.
income taxas decreased during the first quarter of 1999 as compared to

the £izst quarter of 1998 primarily as a resulc of a serclement of an
IRS audic issue.

Cumunlacive Bffect of Acepunting Changes
In the firsc quarcer of 13993, Bnron recorded an aftey-tax charga of

$131 million zo reflecrt che init::.al adopetion (a3 of January 1, 1999) of
d EITF 98-1C. See Note 2 re the Comsoclidaced Financtal
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PART I. FIKANCIAL INFORMATION - (Continued)

ITEM 2. MANAGEMPNT'S DISCUSSION AMD AMALYSTS OF
PINANCIAL CONDITION AND RESULTS OF OPERATIONS - (Continued)
,' ENWON CORD. AND SUBSIDIARIES : '

Systems. Accordingly, there can be no agsuzance chat all of Enron’s '
systems and all Outside Systems will be adequately remediaced so that
they are Year 2000 ready by Januazy 1. 2000, or by some earlier date, so
as not to create a material disTtuptien to Enron’s business. If, despite
Bnron's reasonable efforcs under its Year 2000 Plan, chere are mission-
critical Year 2000-zalated failures that creare substancial disxruptions
to Enron’s business, the adverse impact on Enroa‘s business could be
material. Addicionally, while Bnron's Year 2Q00 coscs are not expaeccted
co De marerial. such costs are difficulr to estimate accuracely because
of unancticipated vendor dalays, rechnical difficulcies, the impact of
cests of OCucaide Systems and similar events. Moraover, the escimated
costs of implemencing che Plan do not take into accounc the coscs, if
any, that mighc be incurred as a result of Year 2000-related failures
that occur despite Buron'’s implementacion of the Plan.

NEW ACCOUNTING FRONODNCEMZNTS

In June 1992, che Pinancial Accounting Scandards Board issued
Stacement of Financial Accounting Standards (SFAS) Ne. 133, “Accounting
for Derivative Instrumencs and Hedging Activicies.” SFAS No. 133
eatablishes accounting and reporcing standards requizing chac every
darivacive instyument {(including cercain derivacive inscrnuwents embedded
in other comtracts) be recordsd onm the balanca sheet as either an asset
or liabiliry measured at ivs fair value. The Statementc requires that
changes in the derivacive’s fair value be racoegnized currently in
. eaxrmings unless specific hedge accouncting criceria are mec. Special
accounting for qualifying hedges allows a derivacive’s gaing and losses
co offsacr related results on the hedged item in the incoms statemenc,
and zequires thar a company must formally documant, designate and assess
cthe effectiveness of transactions that recejve hedge accounting
treacmant .

SFAS No. 133 is effacrive for fiscal years beginning afcer June 15,
1999. A company may also isplement the Scatement as of the beginning of
any fiscal Quarter after issuances, however, SFVAS No. 133 cannoc be
applied retroacrtively. Pnron has not yet decermined the ciming of
adoption of SFAS No. 133. PEnron believes that SPAS No. 133 will not
have a macterial impact on its accounting for prica rxisk managemeac
aceiviries bux bas not yer quantified the effect on its hedgiag
activities or physical base contracts.

PINANCIAL CONDITION

Cash Plows
First AYTET
(In Millions) 1999 1988
Cash provided by (used in):
Operacing activircies S (660) § 50
Investing activities (1.130) {493) '
Pinancing activicies 1.975 445

N Cash used in operacing acrivities rocaled[5660] million duping the
. first chree months of 1299 as compared to cash provided of[§50}million
' in the same period last year. The change in cash from opsfacing

activicies in cthe first quarcer of 1999 reflects an] incrgase in nec
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Bxhibic 12

ENRON CORP. AND SUBSIDIARIES
COMPUTATION OF RATIO OF EARNINGS T0
FIXED CHARGES
(Dollars in Millions)

(Unaudiced)
Three Monchs
Ended Year Bnded December 3i.
A 3731799 1998 1987 1996 139% 199¢
|
2 Barnings available for fixed charges
Net incowe $253 § 703 $10S $ S5B4 § S20 S 4S3
Lasas:
thdistribuced sarnings and
losses of less chan 50% -
B owned af€iliaces - {44} (89) (39} (14) (3
Capitalized interest of
- noncsegulaced companies {1a) {66) (16) (10) (8) (9)
= Add: .
Fixed charges (1) 248 809 8§74 454 336 487
Minoricy interest 32 77 80 75 27 3o
Income tax expense 62 204 65 297 310 190
Total ' S578 $1.683 Eéis Mﬁ. Ei ,HZ
Fixsd Charges
X Incexrsst expense(l) $329 $ 760 S624 5 404 $ 386 S 445
) Rencal expense reprasentative
: of incerest faccor 16 43 5a 50 50 42
Total 5245 S go0s 7 B 487 ”
l‘ Ratio of earnings to fixed charges 2,36 2,08 102 3. 2 2.3
’. (1) Amouncs exclude costs incurred on sales of accouncs receivables.
’ T -
l.i- .
%
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CAPITALIZATION
The following wmable sers farth our censolidared capitalization 25 of Mareh 31, 1999 and as adjusted ro
give cffect o the issuance on Apdl 7, 1999 of 400,000,000 EUR (approzimarely $430,000,000) aggregace
principal amount of Notes duz 2005 and the issusace of the nores offered hereby, 10d the use of the proceeds
m. See ~Use of Procreds.™
’ . Aceual As Adjused
- (la millions) .
Shoryterm dede
Notes payable .. oo v eeriiet it it e e r et ar ey $ - § -
Currens mararitics of longrerm debt . ..ovvivvriiiriiaiiiiinisiinnan, - -
Toml short-rermy debr. .. .. ov vivionrvnnianariarorcrvnasoronnace . —_ —
Long-term debe
Amount reclassifivd from shorvterm debE(3) ¢rer i cvriiiriienaans sevgieane 1,862 943
Noces dus 20012028 (6.40% 10 9-88%) . eeuuvrvarnrnerereonennneerenns 3,343 3,343
Notes die 1999-2000 (IOMIBG) - - - - -« v e vv'vmarenersonnuneeeornnnnanna. 400 500
[ 1= he et e natyns 13 18
Notes due 3005 (4.388) .oovvnnmvnrsvneernne i arareereareenes - 430
NOCes A 2019 (7.38%) vrvnnvan et erreinn s st tae e e eans — 500
Subsidiary companies:
Notes doe 19992035 (4.608 0 L2.00B) o.vvvmvremrmvvrennrvenceensn 2,685 2,685
Notes due 1999-2031 (HOAHDE) - .. cvr v aremanrannarnsnsrnrmoneanroes 752 752
[T Neererreaean 50 350
Enron:
Senicr subardinated deBenvuses due 2005-2012 ... - ovrinirnnna . 350 350
Unamortized debe discount and premium. . ..... Peare et b e aeraa ey _{41) (46)
Toml loaguerm debr . . vt it ean 9,419 9,423
Manoricy nesass ... uve... et e mareicetecciaruneeenaanasreneoas 2125 2,125
Compiny-ohligered prefored securitics of subsidasien . .o v veurerenseannnen.s 1,001 1,001
Sharchaldan” equity
Convestble preferred s00k . .. .ot oo vt i rer e e eeaes 1,131 1,131
Camimon seock ... e veretatererarrereaars Leseereaabeeatrrenacarerans 6,249 6,249
il Lo < T 2,256 2,256
Cumulative foreign currency wanslation adjustment . ...... Cereenrrrraronnns . (711) (711)
Common srock held in Ceasury ..vvvvniiieiin e ienaan . ves (50) (50)
Otder, including Flexible Bguity Trust -, .. vvvevrvrrnoenss ieean Nereratiee (51) ¢51)
Torl chambalders” equity -\ oo vt iiontiiien v onaas 3,824 8,824
Total capstalization. ..o .vveetiieinniainrnn.. ereetrareaee e 521,369 215375
{s) Subsequent to March 31, 1999, our short-temn debr has increased by approximately $600 million, cacluding the

notes issued April 7, 1999, a3 & resule of boprowings made under our commescial paper progran and

uncommirted credic facilines,
USE OF PROCEEDS

We intend to use the nes proceeds from the sale of the notes (estimaced to be approximately
§492,905,000 afrer underwriring discounts and expenses) peiacinglly w sepay shorv-remm indebredness angd for
geaenl cosparate purposcs. As of May 18, 1999, our wagheed averige interess race on the debr o be repaid

Was approximarely 5.0%.
RATIO OF EARNINGS TO FIXED CHARGES

Thres
Monchs
Mfm; Year Ended December 33,
1999 1998 1997 1996 1995 1994
Ranwo of Earnings o Fixed Charges .............. 2.36 208 102 3.00 2.92 2,34 ]
83
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ARTHUR
ANDERSEN

LEHMAN BROTHERS INC.
BANC QF AMERICA SECURITIES LLC
CIBC WORLD MARKETS CORP.

As Undervwriters

named in the Underwriting Agreement
dazed May 19, 1999, relating 1o the issuance of
$500,000,000 of 7.375% Noies due May 15, 2019

Deur Ladies und Gentlenen:

gr\ A:d o

Arthur Andesven LLP

Suite 1300

711 Lowsiana Sgeet
Houston TX 7X002-2786
71323738

We refer 1o our letier of May 19, 1999, relaring w Amsndment No. | 10 Form S-3 Regisgation Smcment (Registanion
No. 333-70465) filed by Enron Corp. (an Oregon corporation) and subsudiariss (~Enron”) with the Secaritics and
Bachangs Commistion ("Commisuon”) upder the Sccurities Act of 1933. a8 amended ("Acr™). on Rebruary 3, 1999

Statement”), with respecs wo the tfegistution and sale by Envon of $500,000,000 aggregals principal amomi:

"Registralion
af 7.375% Notss due May 15, 2019, pursuanc to sn underwriting agrecnent daied May 19, 1999 ("Underwriting
Agreemsnt™). References vo the “Prospectua” shall refer 1o the pro
supplemented by a prospectus supplement dated May 19, 1999, filed with the Commission pursuant to Rule 424 (bX2).

We reaffiom a3 of the date hereof (and as though mado on the date hereof) ald statements made in that levier exceps that,
for the purposes of this lstter:

conrained in the Regislralion Statcmens as

a  Thereading of minmes described in paragraph 4 of tht lettes has been carmied out through May 19, 1999,

Mecting
Compensation and Management
Development Comumitiee
Andit and Compliance Comminee
Finance Communice
Compensation and Management
Devolopment Comminee
Nominating aad Corporate Governanice
Comminee

Bnron -

Nominating aad Corporaie Governance
Commitice

Executive Comminee

Execytive Commince

Nominaing and Corporate Governance
Commiuee

Andit and Compliance Committer

Finance Commines

Compensation and Munsgement.
Developrmeat Commiuse

Bourd of Direcrors

Specisl Megting of the Bourd of Dircctors

EXHIBIT B

officigls of Enron having advised us thar e minuses of all such meetings through that date have been firnished
10 us, excepr ar our work did not extend w the following minites which kad not beon finatized:

eetin
January 25, 1999

February 7, 1999
February 7, 1999
February 7, 1999

February 7, 1999
March 8, 1999
March 22, 1999
Apcil 13, 1999
May 3. 1999
May 3, 1999
May 3, 1999
May 3, 1999

May 4, 1999
May 19, 1999
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ARTHUR
ANDERSEN

- Page 2
'- May 24, 1999

Meeting Dae of Meering

Neorthem Natual Gas Company- .

Board of Direcors March 10, 1999

Special Meeting of Board of Directors April 2, 1899
Enron Oil & Gas Company -

Boand of Directors May 4, 1999

Special Meeting of Board of Directors May 8, 1999
Ponland General Elecrric Company -

Board of Directors May 1, 1999

Board of Direclors Muy 15, 1995

b. The refesonces W Muy 14, 1999, in puwgiaph 4 and 6 of that Jeter ane changed 1 May 19, 1999 (omy work did
not extend from the peniod from May 20, 1999, w May 24, 1999, inclusive). with the followiag cxccptions noted
in ¢ below.

C. Asdesenbed in paragsaph 6 of our legter dased May 19, 1999, Earon officials have advised us that no
consolidaied financial stasements as of any datc or for any period subscquens to March 31, 1999, aye availsble.
We have inquired of certsin officials af Encon who have responsibility for finsacial and accounting maners
whather (a) at May 19, 1999, there was any change in the capital stock, increase in combined shost-term snd

. long-1crm debu or any decrease in consolidated net assots or shancholdens' equity of Enron # compured with
amounts shown on the March 31, 1999, unasudited consolidated condensed balance sheet included in the March
31, 1999 Farm 10-Q, incorporated by seference in the Registution Statement and Prospectus, ot (b) for the
period from April 1, 1999, o May 19, 1999, there were any decreascs, us compared with the coresponding
period 10 the precading year, in consalidated operating revenney, net incoms o basic or dilutad eamings per
share of common stock. On the basis of these inquiries and our reading of the minutes as described in a, nothing
came 1o aur meation that caused us W believe that there was any such change, increass, or decrease, cxcept in all
instanecs for changes, increusss, of decreaves thax the Registration Statement and Prospectus disclase have
pecutred oF may oecur, excaps that eapital stock increased $61 million and combined shor-tenin and long-tecm
debe increased $143 million.

3. This lemer is solely for the infarmation of the sddressees and 1o ussist the noderwriters in conducting and
documenting their investigation of dic affairs of Earon in connection with the affering of the secuxities covered
by the Regiswaion Staiement and Prospectus, and it is not (0 ba used, circulated, quoted, or otherwisc refecred 10
within or without tha underwriting group for any otber purposc, including but not limited vo the registration,

or sale of securities, nor is it wo be fled with or referred o 1n whols or in part in the Registruion

Stazement and Prospectus or any other document, except that referonce may be smade o it in e Underwriting
Agresment of in any list of closing documents pertaming o the offering of the securitics covered by the
Registration Sulemen: and Prospecals.

Very truly youss,

AIMWW

. ARTHUR ANDERSEN LLP
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